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WEDNESDAY, MARCH 21, 1951 


Untrep Srates SENATE, 
CoMMITTEE ON EXPENDITURES IN THE 
Executive DerarTMENTts 
Washington, D.C. 

The committee met at 10 a. m., pursuant to call, in room 357, Senate 
Office Building, Senator John L. McClellan, chairman, presiding. 

Present: Senators McClellan (chairman), Benton, Robertson, 
Mundt, Schoeppel, Dworshak, and Nixon. 

Present also: Senators Dirksen and Capehart, and Walter L. 
Reynolds, chief clerk. 

The Cuamman. We have scheduled for today hearings on Senate 
Resolution 76, by Senator Capehart, which resolution, if adopted, 
would disapprove Reorganization Plan No. 1, providing for the reor- 
ganization of the Reconstruction Finance Corporation. 

We have hearings scheduled for today and tomorrow, and then 
hearings scheduled tentatively for April 2 or 3, because it is not con- 
venient for some of those who desire to be heard to be here tomorrow. 
It has been indicated thus far that there will be 10 or 12 witnesses 
appearing before the committee. Others have requested permission 
to submit statements. 

At this point I should like to have placed in the record Reorganiza- 
tion Plan No. 1 of 1951, together with the President’s message of trans- 
mittal; also Senate Resolution 76. 

(The material referred to follows :) 


MESSAGE FROM THE PRESIDENT OF THE UNITED STATES TRANSMITTING REORGANI- 
ZATION PLAN No. 1 oF 1951, PREPARED IN ACCORDANCE WITH THE REORGANIZATION 
Act oF 1949, RELATIVE TO THE RECONSTRUCTION FINANCE CORPORATION 


To the Congress of the United States: 

I transmit herewith Reorganization Plan No. 1 of 1951, prepared in accordance 
with the Reorganization Act of 1949. 

The reorganization plan provides strengthened administration of the Recon- 
struction Finance Corporation by placing in a single Administrator of the Recon- 
struction Finance Corporation the functions of the present Board of Directors, 
except those that are specifically set forth and assigned to a new Loan Policy 
Board and to a board of review. 

The Administrator is thus made the executive head of the Corporation with 
major responsibility and authority over the administration of the Government 
programs carried out by the Corporation. 

At the same time that this plan provides strengthened administration for the 
Corporation, it also provides certain additional safeguards with respect to loan 
policy and to specific loan applications. Under the reorganization plan, the 
Loan Policy Board promulgates general policies which shall govern the granting 
and denial of applications for financial assistance by the Corporation. The 
reorganization plan likewise includes new provisions for insuring that all loan 

applications are handled in accordance with established policy. 
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In addition to providing strengthened admfhistration of the Corporation 
and additional safeguards with respect to loan policy and the approval of specific 
loan applications, the reorganization plan provides the basis, by yirtue of the 
composition of the Loan Policy Board, for better coordination of the Corporation’s 
loan policies with other policies, programs, and activities of the Government. The 
reorganization plan provides that this Board shall have five members, all ex 
officio. These are the Administrator of the Corporation, the Deputy Adminis- 
trator, the Secretary of the Treasury, the Secretary of Commerce, and one addi- 
tional member to be designated from time to time by the President from among 
officials of the Government who are required to be appointed by the President 
and confirmed by the Senate. The participation of these officials will facilitate 
the development of loan policies consistent with the requirements of other broad 
programs of the Government. 

Especially important is the participation of the Secretary of Commerce who, 
as head of the Department of Commerce, administers most of the Government 
programs for nonfinancial aids to business. Giving him a voice on the Loan 
Policy Board will aid in bringing under common policies the financial aids to 
business administered by the Corporation and the nonfinancial aids carried 
on in the Department of Commerce. Government aid to small and independent 
business should be particularly benefited by the participation of the Secretary 
of Commerce. 

Specifically, the provision in the reorganization plan for a financial-assistance 
procedure governing the processing of applications in excess of $100,000 to any 
borrower strengthens and gives statutory prescription to an administrative 
arrangement already existing in the Corporation. In handling such loans under 
the reorganization plan, applications will be referred for analysis and recom- 
mendation to a board of review composed of not less than five employees of the 
Corporation. Whenever the Administrator approves or denies an application 
for financial assistance on which a board of review has recommended otherwise, 
he must set forth, in a memorandum to be placed in the files of the Corpora- 
tion, the reasons for his action. This procedure is provided in order to assure 
that all applications for loans involving large sums are fully analyzed by the 
technical staff of the Corporation and that the recommendations of the staff 
are fully available to the Administrator when acting finally upon such appli- 
cations. 

The reorganization plan continues the Reconstruction Finance Corporation 
as a separate corporate entity in the executive branch of the Government. Those 
functions which are currently performed by the Corporation or any of its 
agencies or officers pursuant to a delegation or assignment of functions made 
by the President will be subject to termination or modification of any such 
delegation by the President. 

After investigation I have found and hereby declare that each reorganization 
included in Reorganization Plan No. 1 of 1951 is necessary to accomplish one 
or more of the purposes set forth in section 2 (a) of the Reorganization Act 
of 1949. I also have found and hereby declare that by reason of these reorgani- 
zations it is necessary to include in the reorganization plan provisions for the 
appointment and compensation of the Administrator and Deputy Administrator 
of the Reconstruction Finance Corporation. The rates of compensation fixed 
for these officers are, respectively, those which I have found to prevail in respect 
of comparable officers of the executive branch of the Government. 

The taking effect of the reorganization included in Reorganization Plan No. 1 
of 1951 may not in itself result in substantial immediate savings. However, 
the important objective of achieving the maximum effectiveness in the admin- 
istration of the Government’s lending programs to aid business will be advanced. 
Increased effectiveness will in turn produce indirect savings. An itemization of 
these savings is not practicable. 

The reorganization plan is especially important at this time of national emer- 
gency. It will strengthen the administration of the Reconstruction Finance 
Corporation and at the same time provide additional safeguards with respect 
to loan policy and the approval of individual loans. It will make possible the 
more effective coordination of the Government’s general loan policies. I strongly 
urge the approval of the reorganization plan as a means of achieving these 
objectives. 


Harry 8S. TrRuMAN. 
Tue Waite Hovssz, February 19, 1951. 
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REORGANIZATION PLAN No. 1 or 1951 


Prepared by the President and transmitted to the Senate and the House of Representatives 


in Congress assembled, February 19, 1951, pursuant to the provisions of the Reorganiza- 
tion Act of 1949, approved June 20, 1949 


RECONSTRUCTION FINANCE CORPORATION 


Section 1, Administrator of the Corporation—There is hereby established 
the office of Administrator of the Reconstruction Finance Corporation, herein- 
after referred to as the Administrator. The Administrator shall be appointed by 
the President by and with the advice and consent of the Senate and shall receive 
compensation at the rate of $17,500 per annum. 

Sec. 2. Deputy Administrator.—There is hereby established the office of Deputy 
Administrator of the Reconstruction Finance Corporation, who shall be ap- 
pointed by the President by and with the advice and consent of the Senate, shall 
receive compensation at the rate of $16,000 per annum, shall perform such 
duties as the Administrator may from time to time designate, and shall be Acting 
Administrator and perform the functions of the Administrator, including his 
functions as a member and the Chairman of the Loan Policy Board hereinafter 
provided for, during the absence or disability of the Administrator or in the 
event of a vacancy in the office of Administrator. 

Sec. 3. Other employment prohibited.—No person shall while holding the office 
of Administrator or Deputy Administrator engage in any business, vocation, or 
employment other than that involved in the holding of such office. 

Sec. 4. Loan Policy Board.—There is hereby established the Loan Policy Board 
of the Reconstruction Finance Corporation, which shall be composed of the fol- 
lowing members, all ex officio: The Administrator, as Chairman, the Deputy 
Administrator, as Vice Chairman, the Secretary of the Treasury, the Secretary 
of Commerce, and one other member who shall be designated from time to time 
by the President from among the officers of the United States who are re- 
quired to be appointed by and with the advice and consent of the Senate. Either 
of the said Secretaries and the said designee of the President may designate an 
officer of his department or agency to act in his stead as a member of the Loan 
Policy Board with respect to any matter or matters. 

Sec. 5. Functions transferred to Administrator.—All functions of the Board of 
Directors of the Reconstruction Finance Corporation, including those of the mem- 
bers and chairman of the said Board and including those with respect to the 
management of the Corporation, are hereby transferred to the Administrator, 
except as the said functions are otherwise vested by the provisions of sections 6 
and 7 of this reorganization plan. 

Sec. 6. General policies —The Loan Policy Board shall establish general policies 
(particularly with reference to the public interest involved in the granting and 
denial of applications for financial assistance by the Corporation and with refer- 
ence to the coordination of the functions of the Corporation with other activities 
and policies of the Government) which shall govern the granting and denial of 
applications for financial assistance by the Corporation. 

Sec. 7. Financial assistance procedure.—All applications for loans or otner 
financial assistance totaling in excess of $100,000 to any borrower shall be re- 
ferred to a board of review, and such board shall submit a recommendation in 
each case to the Administrator. Any board of review shall consist of not less 
than five persons who shall be designated by the Administrator from among per- 
sonnel of the Corporation having major responsibilities assigned to them and who 
shall receive no additional compensation for service hereunder. Whenever any 
loan or purchase of obligation shaH be approved or declined in any case wherein 
the board of review has recommended otherwise, the Administrator shall place 
in the records of the Corporation a memorandum setting forth his reasons for 
granting or denying the financial assistance involved. 

Sec. 8. Delegation of functions——The Administrator may from time to time 
make such provisions as he shall deem appropriate with respect to the perform- 
ance by any officer, employee, or administrative unit under his jurisdiction of 
any function of the Administrator under the provisions of this reorganization 
plan. , 

Seo. 9. Abolition of present Board.—The Board of Directors of the Reconstruc- 
tion Finance Corporation, including the offices of the members of such Board, is 
hereby abolished, and the Administrator shall provide for winding up any out- 
standing affairs of the said Board not otherwise provided for in this reorganiza- 
tion plan. 
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Sec. 10. Effective date-——Sections 4 to 9, inclusive, of this reorganization plan 
shall become effective when, and not until, the Administrator first appointed 


hereunder enters upon office pursuant to the provisions of this reorganization 
plan. 


[S. Res. 76, 82d Cong., 1st sess.] 
RESOLUTION 


Resolved, That the Senate does not favor the Reorganization Plan Numbered 
1 of 1951 transmitted to Congress by the President on February 19, 1951. 


The Cuarrman. I might state for the information of those inter- 
ested that the purpose of:these hearings is not to determine whether 
the RFC should be abolished. That is not at issue in the considera- 
tion of this resolution. The approval or rejection of the resolution 
will not have any direct bearing upon the issue or controversy as to 
whether RFC should be continued in some form, either under reor- 
ganization or as presently constituted, or whether it should be abol- 
ished. The only effect these hearings can have, in the action that the 
Senate may later take on the pending legislation providing for the 
abolition of RFC, would be an indirect influence. Witnesses are re- 
quested to direct their testimony primarily to the merits of the reor- 
ganization plan itself and not to the question of whether RFC should 
be continued or be abolished. 

We have with us as our first witness this morning Senator Maybank, 
who is chairman of the Committee on Banking and Currency, the 
standing committee which has jurisdiction over RFC and legislative 
matters pertaining to RFC. 

Senator, we are very glad to have you. 


STATEMENT OF HON. BURNET R. MAYBANK, A UNITED STATES 
SENATOR FROM THE STATE OF SOUTH CAROLINA 


Senator Maynank. Mr. Chairman, I want to express my apprecia- 
tion for hearing me first. I might say I have a busy day in front of 
me. I might say also that I want to express my deep appreciation for 
the clarity with which you spoke in connection with the RFC and 
what these hearings are about. It was my fear that perhaps what 
might be said here might be in connection with the abolition of the 
RFC. 

Very frankly, I know the RFC is under suspicion. Very frankly, 
I know many people have lost confidence in it. Very frankly, some- 
thing has to be substituted for it. But with the hue and cry of the 
country to just abolish the RFC, I can see what we are up against, as 
chairman of the Banking and Currency Committee, when I realize 
that the RFC has been used for interim financing of various Govern- 
ment agencies. There is no use to go into that, because you as a mem- 
ber of the Appropriations Committee well know, as does Senator 
Schoeppel, that at various times we have authorized them to make 
certain advances. You just cannot abolish the RFC and say “period.” 
That does not make sense to me. I am not saying I would not vote 
to abolish it, provided something was set up to take care of these tre- 
mendous obligations that they now have. And I want to thank you 
for making it plain that this resolution of Senator Capehart’s, or any 
other, would not abolish it, by rejecting this plan. 
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The Catan. The real issue here is the merits of the proposed 
plan, or pending plan, as contrasted with and compared to the RFC 
as now constituted. 

Senator Maysank. Well, I think that the pending plan is better 
than RFC as now constituted. But I also think the plan would 
not be sufficient unless there were powerful legislation passed by 
the Congress of the United States in keeping ‘with the bills that 
Senator ‘Fulbright has introduced and in keeping with bills that 
I understand will yet be introduced. 

Maybe we could abolish RFC and substitute something for it, but 
we just cannot abolish it and say that we have done the job. Be- 

sause in the first place, if we attempt to abolish it, it has to go 
through both Houses and has to be signed by the President. So we 
might as well be practical about it, and that is all 1 want to urge. 

The CuarrmMan, All right, Senator. 

Senator MaypanKk. Mr. Chairman, it is my intention to vote for the 
President’s Reorganization Plan No. 1. I do not believe in the plan 


- of one Administrator; however, it is a choice between two evils. If 


you do not have this plan, then you have a continuation of what you 
have now. And I do not think anybody will question that that is 
anevil. The other choice is to reject ‘the plan and leave the RFC as it 
is today, a costly organization functioning under suspicion. 

Should the plan be rejected, the present situation will continue. 
Should the plan be approved, a new organization will be set up. 

Regardless of what is done by the Senate, as chairman of the Bank- 
ing and Currency Committee, to whose jurisdiction the appointment 
of directors and all RFC legislation is entrusted, it will be my pur- 
pose to immediately call hearings by the full committee on the 
bills which have been referred to the committee. 

Mr. Chairman, I want to say there that what I say is with the 
utmost respect. I want to say that we had a meeting of the full 
Banking and Currency Committee some time ago in the District Com- 
mittee room, and we decided on that course. Senator Schoeppel, 
you were at the table at the time. There were various views as to 
what should be done. Some think it should be done away with. 
But I have not heard anybody say that, if it is done away with, 
there should not be specific legislation to take up these various prob- 
lems. We just cannot transfer all of this to one agency. We cannot 
do that. There is too much involved. We might be able to trans- 
fer it to this, that, and the other agency, but that would mean that 
it would be spread all over the Washington area, through all the 
Government buildings, and you would not then be any better off. 

As I said, it will be my purpose to immediately call hearings by the 
full committee on the bills that have been referred to the committee. 
We agreed on that part of it; not on the plan, but to have the meetings, 
as Senator Schoeppel knows. 

Some would abolish the RFC and others would enact new legislation 
designed to clear up the present situation and put in effect a law 
that will in no uncertain terms determine its functions. 

As chairman of the committee, it is my intention to hold impartial, 
fair hearings as to what should be done in “ee interest of the America\\ 
people. T hat is my concern in this matter. I do not intend to commit 
myself prior to the hearings as to whether or not the RFC should be 
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abolished or as to whether or not some substitute plan should be put 
into effect under a new law which would limit its authority. ] reserve 
that right, Mr. Chairman, because I am chairman of the conmittee, 
and I would not want to prejudice those who would come before us, 
and other Senators who have bills before us. 

Abolishing the RFC would involve liquidation of tremendous obli- 
gations that they now have which, as the public should know, run all 
the way from the British loans that were made before World War II, 
the B. & O. loans that were made before I became chairman, to the 
saree loans such as Texmass and others which never should have 
xeen made. This lending authority must. also be considered in con- 
junction with the $700 million fund which was authorized under the 
Defense Production Act of 1950. The bulk of this revolving fund 
has not as yet been disbursed or even allocated. 

Now, that is another serious thing. I can understand that some 
people will say we can transfer it to Mr. Charles Wilson. That might 
be possible, but how are we going to transfer it? Let us be specific 
as to what we are going to do. They have already loaned some of 
this money, but most of it they have not loaned. 

The Defense Production Act expires, major parts of it, as you know, 
in June. We are going to start hearings on that in May. Now this 
$700 million will be a part of those hearings. I frankly say this, ag 
chairman of the committee: I have thought and studied and lain 
awake nights thinking of what to do, and I cannot see a complete 
solution to the benefit of the American people as yet. I do think we 
ought to have hearings on it, and maybe it should be abolished. I 
know it has lost its influence. But, when we abolish it, let us do 
something positive. 

The Crarman. Senator, I am very glad to hear you make the 
statement that, even though this plan might be approved, and though 
you might support the plan, you feel that legislation is also essential 
if this agency is to be cleaned up and straightened up. 

Senator Maysank. Absolutely necessary. 

The CuatrMan. You are not able, of course, and none of us is at 
this time, to say just what that legislation would be. 

Senator Mayspank. No. We have had various kinds of legislation, 
as you know, before the committee. For instance, last year we passed 
a bill prohibiting firms from hiring people who were associated with 
the RFC. The bill passed the Senate. I cast no reflections on anyone 
else, but it did not become law. Senator Fulbright has many ideas 
in his mind as to certain types of legislation on which I agree with 
him. He has not put it all in the form of a bill, as yet, that I know 
of. Some of it is. Senator Fulbright has been very active in this. 
Of course, as you know, I have been sick. I was sick for a couple of 
months and was away for a couple of months last summer when most 
of the hearings were going on, but I attended the executive hearings 
and know pretty much what is going on. Senator Fulbright has kept 
in touch with me by telephone. He kept in touch with me when I was 
at Key West. 

The Cuarrman. You have expressed somewhat the view which I 
have, that irrespective of the disposition of this plan, whether it goes 


into effect or not, the revelations thus far made by the subcommittee: 


hearings clearly indicate that further legislation is needed if RFC 
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in any form is to be retained, and it must be legislation that definitely 
will not only strengthen the administration of it but restrict to a 
large degree its lending authority. 

Senator MayBank. You are absolutely right; and I might say that 
I will not be breaking any confidence—Senator Schoeppel was in the 
meeting—when I tell you that we had an executive meeting of the 
full Committee on Banking and Currency after one of our House 
hearings, and, while we did not say anything to the press about it 
at the time, I think, Senator, everybody concurred in the idea that 
the chairman has expressed, that that legislation must be had even 
though this plan is adie And it is the intention of every member 
of the committee that I know of to follow through on that. 

But I am concerned, as you are concerned. You have a plan here 
that is certainly better than what you have now. You have nothing 
now. I am not saying that the plan is right. _ I absolutely believe 
legislation must be carried out to make that plan not only operate 
but function as the law says. It might be best to change the name of 
the RFC, do away with the RFC, put all these debts in another organi- 
zation. I am not saying I would not vote for that. Because I do 
think the public ought to know the full and true facts, because the 
people of America are concerned. That is the view of our committee, 
which is entrusted with the legislation, and I want to assure you that 
every member of the committee believes we should have public 
hearings. 

I see Senator Robertson, a member of our Banking and Currency 
Committee, coming in. The only question is when we will have the 
hearings and when we will get down to work. I do not want to start 
hearings when we have just finished the housing bill while you are 
having these hearings; not until we hear about this legislation. But 
this legislation, whether passed or defeated, is not any final answer 
to the question. And I assure you that every member of the Banking 
and Currency Committee who was present at the meeting in executive 
session said that the full committee ought to hold hearings on the so- 
called Kem bill. Senator Capehart has some ideas which he will 
tell you about. Then there are Senator Fulbright’s bill, Senator 
Byrd’s bill, and many others. Senator Bricker, a member of the com- 
mittee, has a bill to abolish it. Every member says hearings ought 
to be held on those bills and legislation written. If you do not want 
to do away with it, set up a new organization with a powerful law to 
limit their powers of lending except where abso]utely necessary, as a 
sort of standby agency. 

The Cuamrman. I wish to commend your committee, and particu- 
larly the Fulbright subcommittee. 

Senator Maysanx. Well, I was on the subcommittee in the Eighti- 
eth Congress and was on.the subcommittee in this Congress as you 
know. I attended practically all the meetings in the Eightieth Con- 
gress. This year unfortunately I was sick part of the time and was 
away part of the time. 

The CuHatrman. I wish to commend your committee and urge it 
to go on and finish the job. 

Senator Maypank. I have always believed, as the Senator knows, 
that the hearings should not stop now. I have always said that. 

The Cuatrman. I appreciate your committee’s retaining jurisdic- 
tion of it and not abandoning this investigation that is now under way. 
I think that would be a mistake. 
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Senator Maysanx. I certainly would not set up our committee over 
your committee on investigations. You have done a remarkable job. 
But I thought if we turned it over to your committee right now, you 
would have to pick up where we leave off, and it would cost more 
money and be harder for you, because of the ‘information that Senator 
Fulbright, Senator Douglas, Senator Capehart, and Senator Bricker 
have ac equired over this long period. And that is the only reason why. 

The Cuatrman. That is absolutely true. And then you would lose 
the momentum you have already developed in the hearings. I am 
very glad you decided to retain it. 

Any questions? 

Senator Benton. I should like to thank Senator Maybank for the 
lesson in political science he has given this morning to all the students 
from Wesleyan University of Middletown, Conn., who are sitting in 
the back of the room. 

Senator Maypank. Senator, I do not know that I gave any lessons, 
but I am certainly glad to see that you have so many good-looking 
young constituents. 

The Cuarrman. Senator Maybank, I think there are some mem- 
bers of the committee who want to ask you questions. 

Senator Mundt ? 

Senator Munpr. Let me say first of all that I hope that you do not 
limit the activities of this new study you are going to make of the RFC 
just to finding a new name and new rules, because I think socialized 
banking has pretty well collapsed. Changing the name and changing 
the rules is not going to be adequate to make the thing work. 

Senator Maynank. Senator, I can only say this: We have limited 
our RFC hearings, or whatever you want to call them, on the bills 
that have been introduced, to the complete abolishment of RFC, to 
substitution, or to some plan that might be perfected, as the various 
Senators of the committee wished. 

Senator Munpr. Speaking as one who believes that the RFC should 
be abolished, I would surely like to see that possibility considered 
some place along the line. 

Senator Maypanx. As a member of the committee, Senator Bricker 
has a resolution in there to do it. 

Senator Munpr. Getting down to the point at issue, I think I under- 
stand the position of the chairman of the Senate Banking and Cur- 
rency Committee. You are going to institute public hearings which 
will consider, along, with other things, the possibility of abolishing 
the RFC altogether. 

Senator Maynank. All the bills which have been referred to the 
committee will be considered—every one. 

Senator Munpr. You have said in your statement that you do not 
think that this plan of one Administrator is wise, or, to use your 
language, you “do not believe in the plan.” 

Senator Maysank. Well, I said this, Senator. I said I did not be- 
lieve in the plan of one Administrator. And I said that for this 
reason: that one Administrator might be all right, but, as I said, 
there must be law in addition to this plan, to make certain that there is 
a law on the books to state that they could do this, or do that. 

Senator Munpr. You certainly do not believe that making it operate 
under one Administrator is going to solve the ills and problems that 
it now has? 
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Senator Mayzanx. I do not believe in this plan. I said so. 
Senator Munpr. And you do not believe in letting it run through 
the same type of administration it has had. What I am trying to get 
from you is what specific benefits accrue from the adoption of this 
one-Administrator plan on a temporary basis until your committee 
has disposed of the situation ¢ 

Senator Maysanx. Well, Senator, that is very easy to answer. At 
the present time we have a lot of loans at RFC. They are doing a lot 
of things. In addition to that, they have the $700 million of the 
Defense Production Administration money to allocate, to help expan- 
sion of war industries and what have you. You have all that down 
there, and nothing is being done, or very little is being done, because 
the confidence in the five men who are there now has been lost. And 
so it is dormant. Nothing is being done. At least something may be 
done or may not be done with this new set-up. At the least you will 
have the advice and counsel of the Secretary of Commerce and the 
Secretary of the Treasury, and you will have someone temporarily in 
office. Now, if you do away with it, you have nothing. If you put it 
in there, you have that situation, with the understanding, of course, 
that, if the Congress wants to abolish the RFC, that is its business. 
The bill will be brought up. Whether or not the bill is reported out 
of the Banking and Currency Committee, I always as chairman have 
held to the fact that we could report out a bill and put it on the calendar 
even with a minority group. I have always held to that. I would be 
the last one in the world to deny a fellow Congressman the right to 
introduce a bill to abolish the RFC. I do not know what the other 
members of the committee are going todo. I know many of them have 
different ideas. Some believe in complete abolishment, and some do 
not. 

Senator Munpr. What worries me about the President's plan is this 
one thing in your statement: 

Should the plan be rejected, the present situation will continue. Should the 
plan be approved, a new organization will be set up. 

Senator Maynank. What was that, sir? 

Senator Munpr. You say in paragraph 2 that, “Should the plan be 
approved,” referring to the reorganization plan, “a new organization 
will be set up.” 

Senator Maypank. Well, now, I meant that the plan would set up 
a new organization. That language is perhaps a little vague. 

Senator Munpr. It is pretty true, even though it is vague. Just 
that thing might happen. 

Senator Maysank. Well, you will have the Secretary of Commerce 
and the Secretary of Treasury. You will have whoever the President 
determines to appoint. You will have the other agency of government 
that he determines on. I do not know what he is going to determine 
on. Very frankly, some time ago there was the thought about appoint- 
ing the Chairman of the Federal Reserve Board to the other position. 
I do not know what the idea will be now. So you have three agencies 
of government down there which are connected with, for instance, the 
Treasury, that are certainly interested in the amortization and the 
certificates of necessity that are coming out of the NPA and the Com- 
merce Department. And the Commerce Department will be on the 
board as it affects the business of this country. It will be people with 
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different vision, people who would be connected with their depart- 
ments, who could see things that perhaps I could not see. That is all 
I meant by that. I do not mean for them to go and hire a lot of 
people, because they have to get the appropriation to do that. 

Senator Munpr. Do you think as a consequence of accepting the 
reorganization plan the’ sequence of events might be as follows: You 
will then proceed a little later, in your committee—— 

Senator Maynanx. We will proceed right away. 

Senator Munpr. To consider the possibility of abolishing the RFC, 
er changing it, but that this new organization will have vested in- 
terests in continuing it, and they will say, “Do not change it now. 
We have a new organization. Give usa chance. Give us 3 or 4 years 
to see what we can do”? 

Are you not likely to build up a whole new set of reinforcements 
in favor of perpetuating socialized banking in time of prosperous 
peace ? 

Senator Maysanx. Well, Senator, I could not answer that question. 
Because, of course, there are 13 members of the committee, and I can 
enly say for myself that they would not have any influence on me 
because the Secretary of Commerce. was down here or the Secretary 
of the Treasury was down here. 

Senator Munpr. I am sure that is true as far as the chairman is 
concerned. 

Senator Maysank. And I know that is true of the other members. 
Because I think the Senator knows I am as much opposed to socialism 
as he is. I have supported the Mundt bill and other legislation along 
that line. 

The Cuarrman. I think at this point we might make this observa- 
tion: That even though a majority of the committee should favor 
abolition, even though a majority of the Senate and a majority of the 
Congress should favor abolition, and pass a bill accordingly, there is 
no assurance that the bill would become law. It might finally require 
a two-thirds vote of both Houses to make it law. 

Senator Munpr. That might be easier to get than you think. 

The Cuarrman. It might be. But you have to w eigh this and keep 
this in mind : Assuming that possibility, which definitely exists, do you 
want the RFC to continue under the present organization ? 

Senator Mayrsank. That is what you would be up against, and I 
do not have the answer. I am staying awake nights worrying about it. 

The CuarrmMan. That is the real situation we are confronted with, 
even though I might favor abolition of it. If you may not be able to 
get abolition, then do you favor leaving it as it is, or trying out this 
plan ? ? That is the situation that confronts us. 

Senator Maysanx. I do not have the answer. In the position we 
are in now, as people say, we are sort of behind the eight ball. That 
is the truth. 

Senator Munpr. You do believe that if the reorganization plan is 
adopted it will not in any way handicap the effort to try to abolish 
RFC altogether? 

Senator Maryrank. I should not think it would. Senator. IT can 
only speak for myself. I will hold hearings. Now, Senator Bricker is 
one of the members; and I do not know how Senator C apehart feels 
about that, Senator Bricker has a bill before us to abolish it, and there 
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is one by Senator Byrd. There are several bills. I just do not want 
to leave anybody out. ‘They will certainly be considered, and hearings 
will be held. 

The Cuatrman. Any other questions? 

Senator Scuorpret. Senator Maybank, you of course are fully aware 
that when these reorganization plans come down from the President 
of the United States we cannot change a sentence, we cannot amend 
it, we cannot cross a “t” or dot an “i.” We have to either accept a plan 
or reject it. 

Senator Maysank. That is right. 

Senator Scnorerren. And, if we reject it, then of course it will go 
to the Senate for determination. During that interim, I think you 
have covered pretty well what is likely to ‘happen. 

Senator Maysank. I do not know what is going to happen. That 
is what has me alarmed. 

Senator Scuorrre.. And for the benefit of the committee and those 
who might be thinking in terms of changing it or abolishing it, it is 
import: int to know what the Banking and ‘Currenc y Committee expects 
to do. 

Senator Maysank. Senator Robertson, I think you had a proxy that 
day, and we voted unanimously to start hearings as soon as this was 
over. I know Senator Bricker was there and Senator Capehart. We 
determined to get to work on it. But we did not want to until we 
knew what we were doing after this came out. 

I truthfully do not know, and no one else knows, what is going to 
happen. 

The CuarrMan. Senator Nixon? 

Senator Nixon. Senator Maybank, I understand from your state- 
ment that you do not believe that this reorganization plan is the an- 
swer to the problem. 

Senator Maysank. No, sir; I do not. Because you have got to 
have legislation to provide the answer. As Senator McClellan said 
and as Senator Mundt said, the plan alone is not sufficient. 

Senator Nixon. In other words, this reorganization plan, as you 
recognize—— 

Senator MayBank. It isthe lesser of two evils, Senator. 

Senator Nixon. But going further, too, it was not developed in the 
light of what your committee’s investigations have brought forth just 

recently. 

Senator Maysanx. Well, I might say a whole lot has happened since 
this plan came to the Senate, as the Senator knows. Very frankly, I 
cannot find out the truth about what is going on, and I do not hesitate 
to say so. I said so in the room above this one or two afternoons ago, 
when Senator Fulbright waited for me to get there, when they had the 
executive committee. All were there, and one said one thing and one 
said another thing. It has been a horrible situation that Senator Ful- 
bright has been under. 

Senator Nixon. Now, you have indicated too that you intend to 
start hearings immediately on legislation that will be the answer to the 
problem. 

Senator Mayrpank. Well, yes, sir. I am going to start hearings on 
the bills that are before us and any other bills that are submitted. 
There are a good many. I do not know how many there are. I do 
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know there are a good many to abolish it. I know Senator Fulbright 
has certain ideas about which he can speak better than I. I know 
Senator Capehart has many ideas. The ideas I have had, frankly 1 
have changed. 

Senator Nrxon. Now how long will it be, and I realize this will have 
to be a prediction, before you can come forth with some sort of a 
recommendation ¢ 

Senator Mayspank. Of course, we are going to keep on with the 
hearings. That might bring out a lot of things. I should think it 
would take a month or more to pass any legislation about the RFC 
and the situation there through the benkine and Currency Comumit- 
tee. People will want to be heard, and they should be heard; and 
more scandal might come up that has not yet come up. I do not know 
what is going to come up. : 

Senator Nixon. Then let me put it this way, Within, shall we say, 
2 months or 3 months, possibly, because it might take even that long, 
you anticipate that your committee may be able to come forth with 
legislation reorganizing the RFC or abolishing it or making the neces- 
sary changes, changes which should be made as a result of the in- 
vestigations of the Fulbright subcommittee / 

Senator Maysank. Senator, I would anticipate that, but nobody 
knows what will happen. You know that. I just did not want to 
commit myself definitely to say 2 or 3 months, because if I did I might 
try to do it and not be able to. But if things are as reasonable as they 
are now, or if there are not any more things to be brought up—of 
course, I do not know what the grand jury is going todo. That might 
have an effect. ‘There is no answer to these things. 

Senator Nixon. Now, the point I am leading up to is this: If this 
reorganization plan is adopted and goes into effect, what can be accom- 
plished, in your opinion, within a period of 1 month, 2 months, or 
3 months, insofar as even meeting the objective which you say can at 
best be attained, that of setting up a program which will be the lesser 
of two evils? 

Senator Maypank. Well, Senator, I just thought that the Secretary 
of the Treasury and the Secretary of Commerce and some other agency 
could handle part of it. I do not know who that agency will be, and 
I have not asked who it will be. 

At one time it was thought it would be the Federal Reserve. I do 
not know who it will be now, because it is left blank. It was thought 
that those gentlemen would certainly be in a, position to take care of 
that part of the RFC that involves the DPA; that is, the $700,000,000 
that the Congress appropriated in September—I think that is when 
it became law—for the expansion of defense plants and those types of 
installations. Then they will go ahead and try and do better in col- 
lections, and so forth, and so on, That was my general idea. It is 
only general. There is so much involved, Senator. 

Senator Nixon. That is exactly the point. 

Senator Mayzanx. I thought that those three Cabinet officers down 
there, or two Cabinet officers and one independent agency officer, would 
be better than the five-man committee they have there now. 

Senator Nrxon. Well, that is the point. This is a comprehensive 
reorganization plan that we have under consideration. It is a plan 
that will entail not only the reduction of the RFC Board from five 
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to one Administrator, but it also would involve reorganization of even 
some of the staff at the lower level. 
Senator Maypanx. I should think so. 

Senator Nixon. And the point that concerns me is this: Should 
such a comprehensive reorganization plan be put into effect, when your 
committee, within a period of, shall we say, 1 month, 2 months, or 
even as long as 3 months, will be coming forth with recommendations 
which would throw that completely out, , possibly ! ¢ 

Senator Maynank. Well, Senator, of course, I cannot tell what the 
committee is going to do, and I imagine the committee will be pretty 
erough, and I think they ought to be. But anything is better than 

what we have now. 

But your fear is that what we do now might be permanent. I can 
see your fear. And that I do not know the answer to. 

Senator Nixon. I am not only fearing, Senator, that it might be 
permanent, but what I fear more than that is that to make such a com- 
prehensive reorganization, to appoint a new one-man directorship, 
to make the other necessary appointments at the lower level, and to 
do that for a period only of 1, 2, or 3 months, it seems to me, first, 
would be rather a useless action, and, second, I would doubt that you 
could get the adequate personnel to take the job, having in mind ‘the 
fact that your committee would be continuing its hearings. 

Senator Maysank. Well, Senator, you are right. But again I say 
that anything is better than what we have now, and we have $700 
million worth of money tied up here on defense production that has 
been hardly scratched, with the different firms and business interests 
in this country to prevent any socialization on the part, as Senator 
Mundt suggested, of industry, waiting at the door to get certain plant 
expansions, to advance certain war efforts, and so forth and so on. I 
frankly do not know the answer. I frankly admit I do not. 

All I say is that anything is better than it is now, and I know that. 

Senator Nixon. I agree ‘with you, Senator, that anything is better 
than it is now. 

Senator Maysank. I do not know what the future will be. I can 
only say, Senator, that we will have hearings and there are 13 mem- 
bers who will go into it. Senator F ulbright will speak for his ideas, 
and Senator Capehart will speak for his, and I might say that I believe 
that of the 13 members of the committee, I do not think more than 
2 or 3 of them believe in any one plan. I have no right to speak for 
them, but I have talked to them about what they have thought. We 
have all chatted informally together. Everybody has certain ideas, 
which is natural. And we cannot find out the truth, Senator. I hope 
the grand jury does, and I hope the Attorney General does. I cannot 
find out; I will be frank about it. 

Senator Nixon. The only truth that seems absolutely uncontra- 
dictable is that there is something pretty wrong with the RFC, 

Senator Maynanx. Of course there is. 

Senator Nixon. That is all. 

The Cuarrman. What would you think of this suggestion as chair- 
man of the Banking and Currency Committee: The : suggestion that 
this plan be withdrawn, and that the legislative committee and the 
Congress be given an opportunity, after all heari ings are concluded— 
the investigative hearings and also the hearings on the pending legis- 
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lation—to enact legislation to reorganize the RFC or abolish it, or 
establish something else to take its place? 

Senator Maypank. Senator, that would be a good idea. But, of 
course, I am not a member of this committee, and I do not want to 
tell this committee what to do. I do not know when the investigations 
are going to be finished. Very frankly, I attended the executive hear- 
ings of the committee. I have not been at the public hearings, because 
I have had other things to do at times. It looks to me like one thing 
leads to another thing. I do not know what the grand jury is going to 
do. I see by the morning paper that they have appointed some special 
attorney to take charge of all of that, which I knew would be done, 
and which should be done. But nobody knows what is going to be 
done. 

The CHarrMan. It occurs to me that even with the approval of this 
plan, if it goes into effect, it has not settled the many things that are 
involved. 

Senator Maypank. No, sir; it is the lesser of two evils. 

The CHarrman. And in view of that, it does seem to me, just 
speaking for myself now, that this plan should be withdrawn tempo- 
rarily, and that the Congress should be given an opportunity, in view 
of the developments thus far and what may be developed, to give 
the legislative committee an opportunity to weigh legislation and to 
recommend something for permanent solution of this problem. 

Senator Maypank. Well, all I can say is that I have talked to the 
members of the committee, and they all want to have hearings and go 
into these bills. But I think you will agree with me that before we 
go into them, we ought to know, at least, what is going to be done 
with this plan one way or another. 

The Cuarrman. If the plan were withdrawn, there would be noth- 
ing before us in regard to a plan, and we would be completely free 
legislatively, and the committee would be free, to make the most of the 
facts revealed in the legislation and in the hearings on legislation, and 
report out some legislation that might solve these problems. This 
plan is not the final solution. I think we all agree on that. 

Senator Maysank. I agree on that, Senator, and I did not want to be 
misunderstood as coming here to recommend this plan as a final solu- 
tion. It is not, and it would not be in any vote that I had when we 
held hearings. I do not know what bill I would vote for. But I do 
know one thing, that you have got to have stronger laws, and you have 
got to have more specific laws, and you have got to have more specific 
rules and regulations, and everything else, as to what they should do. 

Senator Nixon. Mr. Chairman, if your suggestion were put into 
effect, it would then be possible for the Banking and Currency Com- 
mittee to consider this aa along with the other plans in determining 
what the best over-all solution of this problem was. 

The CHarrman. All or any parts of this plan. It could remain 
before the comimttee as a suggested plan or suggested course of legis- 
lation. 

Senator Maysank. The only thought I had is that, looking at the 
American people, I would say that from the information I have—and 
1 get a lot of letters and telegrams as chairman of the committee— 
the majority today would believe it ought to be abolished. I do not 
know what the answer is. I know the American people have a big 
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‘stake in this thing, and it is a lot more than what the American people 


think it is. 

Senator Munpr. Mr. Chairman, I think that there is considerable 
merit in your suggestion about having the plan withdrawn. That was 
the point I was striking at earlier, when I said it does not look like 
a very workmanlike manner for Congress to legislate, if we were to 
establish what the chairman of the committee has referred to as a new 
organization to be set up to operate 30, 60, or 90 days. That is not the 
answer and not the solution. 

Senator Maysank. Now, I did not mean that. That is a little out 


-of line with what I said. I said that this was a better solution than 


to let it stay as it is today. That is what I said. 

Senator Munpr. You said it was the lesser of two evils. 

Senator Maysank. I am not advocating this plan, but I think it is 
better than what you have today, and I think everybody would agree 
with me on that. 

Senator Munprt. I should like to ask you, as chairman of the Bank- 
ing and Currency Committee: If this plan were withdrawn or if it 
‘were rejected, which. would be tantamount to the same thing, would 
it not be possible for your committee to enact speedily something in 
the nature of emergency stand-by legislation, which would solve this 


‘$700 million proposition which is admittedly needed for the defense 


effort, to be handled under the NPA? It would not have to be 
handled by the RFC. That might conceivably place the whole RFC 
organization on a stand-by basis under some agency of Government 
in which everybody has confidence, such as the General Accounting 
Office, or Lindsay Warren, and it could be permitted to stand by on 
that basis to police and service the loans that are out, while your com- 
mittee makes a good, thorough, scientific investigation of the whole 
problem and writes the final answer. I am not in favor of walking 
away from the target that we all seek, and that is the best optimum 
answer to the whole problem—to throw it into a new organization for 
-a period which at best is only going to last for 60, 90, or 120 days. 

Senator Maypank. Of course, Senator, I had reference to the 
‘Cabinet officials and the independent agency—whatever the President 
decides upon. And I do not know whom he is going to decide upon, 
That is what I had reference to. They are sort of a board to approve 
these loans, as you know. 

Senator Munpr. The plan calls for a loan policy board, and a 
deputy administrator, and a lot of other personnel. 

Senator Mayspank. I will say this for it: The RFC has it there 
now. There never has been a bit of criticism about the Review Board. 
I am not here to make a speech for the Review Board, but the testi- 
mony has all come out that the Review Board of the RFC has done a 
good job. They opposed all these bad loans. Their record shows 
that. So there is some good down there in the RFC besides what 
they did in the Board meetings. And I think that that Review Board, 
working with Cabinet officials and others, might be able to do as 
you suggest and see where the right place is for that money and 
whatever money the Congress might appropriate. I do not mean 
that they are going to hire a lot of people. I would take it for granted 
that they are honest and decent people. And there are many down 
there, as everybody will admit, who know what they are doing. I 
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do not say they should be retained, necessarily, but they should be 
kept wherever possible, to save the taxpayers’ money, and to go along 
with the work they have been doing on collecting loans and servicing 
loans, and all that sort of thing. Sessa they know what it is about. 

Senator Rosertson. On the point raised by Senator Mundt, I want 
to call this committee’s attention to the fact that the most pressing 
and urgent bill that the Banking and Currency Committee has to 
consider is the continuation of the Defense Production Act, which 
expires next June. 

Renaber Mayank. And you have another bill, too, that I asked 
you about this morning. 

Senator Rozperrson. The Settlement of Claims Act. Apparently 
we are going to reach a pretty good agreement on that, which will 
obviate the necessity for public hearings. I think we can work it out. 
I have asked the staff to work out some amendments proposed by the 
Comptroller General's office and to include these financing agencies 
that are not banks, that are not included in the bill, as you and I origi- 
nally introduced it. But i would call to the attention of Senator 
Mundt that it was the Banking and Currency Committee that inserted 
in the present Defense Production Act the authority for the RFC to 
set up a revolving fund of $700,000,000 to aid the construction and 
operation of defense plants. 

Senator Maypank. And I might say nobody disagreed with us at 
the time we did it. It was unanimous. 

Senator Ropertson. No one disagreed with us. But the first thing 
we have got to take up is that very bill. I think most of you will 
agree with me that, as Job, who was the greatest philosopher of the 
Old Testament, said: “The Lord giveth. The Lord taketh away. 
Blessed be the name of the Lord.” 

Senator Maypank. Well, you can amend the Defense Production 
Act when we rewrite the law in June, to take that $700,000,000 that 
is left and turn it over to whatever agency we want. 

Senator Roserrson. Well, in the last war, the RFC did not exercise 
its power. 

The Cuarrman. Thank you very much, Senator Maybank. 

We are very glad to have had your views. 

Senator Mayspank. Thank you, Mr. Chairman. 

The Cuarman. Senator Hendrickson, the committee would be 
very glad to hear you. 


STATEMENT OF HON. ROBERT C. HENDRICKSON, A UNITED STATES 
SENATOR FROM THE STATE OF NEW JERSEY 


Senator Henpricxson. Mr. Chairman and members of the com- 
mittee, I am very glad of the privilege of appearing here this morn- 
ing, and I want to take this opportunity at the outset to commend 
the distinguished chairman of this committee and every member 
thereof for the great contributions that your committee has made, 
not only to the Congress but to the people of America, in the short 
time it has been my privilege to be a Member of the United States 
Senate. 

Mr. Chairman, I appear here this morning in support of Senate 
Resolution 76, and I shall be very brief because I, too, am engaged 
this morning in a public hearing over in the caucus room. 
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Mr. Chairman, the current investigation of the Reconstruction 
Finance Corporation has brought to light one of what I think are 
the most sordid chapters in the political history of our Nation. Under 
the able leadership of Senator Fulbright, the subcommittee conduct- 
ing the investigation has rendered invaluable service in bringing 
before the public the ease with which loans amounting to hundreds 
of millions of dollars of the taxpayers’ money have been channeled 
to those possessing what I call the know-how to reach people in high 
places. 

I am happy indeed to know, and I am sure the members of this 
committee are happy to know, that the Fulbright committee has seen 
fit to continue its investigation. 

As a member of the Rules and Administration Committee of the 
Senate, I shall support, happily support, any necessary appropria- 
tion that will make possible a complete exposé of the activities of the 
influence peddlers and pressure boys in this country. No matter 
where the chips may fall, this investigation must be continued. 

In view of the facts clearly shown by this investigating committee, 
I believe that in the best interests of the public the RFC should be 
abolished. As I see it, the continuance of RFC can serve no useful 
purpose. Regardless of what its proponents may claim as to what it 
has accomplished and what they believe may be the benefits that 
would ensue under a single Commissioner, the name “RFC” has 
produced in the nostrils of millions of our citizens a stench which 
‘an only be deodorized by courageous action on the part of the Con- 
gress. When any agency of our Government has lost the complete re- 
spect and full confidence of the public, I believe it to be our duty as 
representative of the people to restore that confidence, and this can 
only be done, Mr. Chairman, by positive action which condemns the 
wrongs and corrects the abuses. 

As far as RFC is concerned, I believe that it can be abolished with- 
out any Impairment of governmental services. Surely the only per- 
sons who will suffer any hardships from this co:rse will be those 
who live by the cheap and tawdry process of peddling influence at 
the expense of the American taxpayer. I believe that the time has 
arrived when private capital is fully competent to meet most of the 
demands of our business and industrial enterprises, with credit to 
our capitalistic system and with businesslike docorum which will in- 
spire public confidence anew. 

I, therefore, respectfully urge, Mr. Chairman, that this committee 
adopt Senator Capehart’s resolution and recommend its passage to 
the full membership of the Senate. 

The Cuatrman. Thank you, Senator Hendrickson. I understand 
your position to be that you are for abolition. 

Senator Henprickson. I am, indeed. I am for abolition, Mr. 
Chairman, and I think the plan that you have suggested here this 
morning would probably be the answer to the problem. 

The Cuarrman. You mean that this plan be withdrawn, to give 
the Congress an opportunity either to abolish it or to reform it and 
reorganize it by law? 

Senator Henprickson. Exactly; with complete freedom of move- 
ment, as far as the Congress is concerned. 

The Cuarrman. Now, I wanted to make this observation. You 
realize, of course, that abolition is not the issue before this committee. 
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We are compelled to choose and are in the position of choosing be- 
tween a plan that is submitted for a reorganization, or rejecting the- 
»lan and leaving the RFC as it is now constituted. That is the issue 
betes this committee; not abolition. We cannot abolish. We cannot 
change the plan. Under the law, we have to vote approval or disap- 
proval of the plan. This committee cannot vote to abolish it. 

Senator Henprickson. I realize that, Mr. Chairman. 

The Cuamman. And let me ask you this question: As between the 
RFC as now constituted, and as it would be constituted under the plan, 
would you favor the plan, or favor leaving the RFC as it is now? 
That is all there is before our committee. 

Now, the other may be before the Congress in some form by bills. 
introduced to abolish, but at present the issue before our committee 
is whether we leave RFC as now constituted or whether we permit 
this plan that has been submitted to go into effect. 

Senator Henpricxson. Well, I think this, Mr. Chairman: I favor 
this resolution. I am opposed to the RFC either as it stands now or 
under a single commissioner. 

The Cuarrman. So you do not want anything done that will pro- 
long its business or assure its continued existence ¢ 

Senator Henprickson. Exactly. 

The CuarrMan. For that reason you oppose the plan and favor the 
resolution of disapproval ? 

Senator Henprickson. Precisely. I think these functions have to 
be transferred to some appropriate agency of the Government under, 
as Senator Mundt has so well suggested, some stand-by legislation. I 
think the Congress has got to get busy immediately, either this com- 
mittee or the Committee on Banking and Currency, and provide a 
stand-by plan until this whole thing can be worked out. 

Senator Roprerrson. Mr. Chairman, I fully agree with the witness, 
to this extent: that recent disclosures indicate the necessity for cor- 
rective congressional action. 

Senator Henprickson. Ex xactly. 

Senator Rosertson. I think, however, that we must guard against 
the temptation to denounce everything that the RFC ‘has done, be- 
cause in recent years it has done things that it should not have done. 
Now, I remember very distinctly that when the RFC was created, 
during the Hoover administration, 10- and 12-percent interest was not 
the exception; it was the rule, in many sections of this country. It 
was not in Virginia, because for years we have had a 6-percent legal 
interest rate that most banks applied to corporations, although the 
law did not require them to do it. There was no such thing as 4-per- 
cent interest on a 10-year term at that time. Those of us who were 
in the Congress during the bank-holiday period know that many banks 
in this Nation could not have reopened but for RFC’s existence 

Senator Henprickson. I agree, Mr. Chairman. I recall that day. 

Senator Ropertson. You can call that socialized banking if you 
please, but when the Nation had gotten into the worst depression in 
its history, and banks were failing all over the land, because they 
had put too much confidence in real-estate loans in some instances, and 
because money had gotten so very tight that their assets were not 
liquid enough to meet the psy chological run on the banks that ~ 
developed among depositors, I think it was very appropriate and wa 
a part of our Federal Reserve System to manage currency and oa 
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stabilize the economy of the country, to let the RFC participate in 
these loans, to help the railroads, the basic transportation of the 
country. And I also think that certainly in the South, and I believe 
in many other sections, there were many small loans at a low interest 
rate made to small enterprises that could not have gotten going or 
could not have stayed in business if they had had to depend solely upon 
the local banks. 

A lot of them, small banks, have provisions that they can loan only 
a certain percentage of their capital to any one firm. In those days, 
banks did not have the type of participation that has since been de- 
veloped. 

I feel that to a large extent banks have become so strong and money 
has become so plentiful that the primary purpose for which the RFC 
was formed during the Hoover depression days and the depression 
that followed has, to a large extent, been eliminated. 

I understand that in spite of a lot of bad loans and losses the RFC 
does show a net profit on its operations in excess of $500 million, after 
deducting operating expenses, bad loans, and interest on the money 
that it borrowed from the Treasury. I do not think that includes 
any interest payments on the initial capital that was appropriated by 
the Congress when RFC was organized, the revolving fund that was 
set up. “But I understand that the RFC has made a payment of over 
$300 million on that additional capital, which I believe was $500 
million. 

So this much I think, to the credit of RFC, was admitted. When 
it was created it served a useful purpose. 

Senator Henprickson. I agree, Mr. Chairman. 

Senator Rozserrson. And up to this time, it has not cost the tax- 
payers of the country anything. I think even if you include the inter- 
est that might have been paid on the original capital, the net gains 
of the RFC are still sufficient to show that it has not actually been a 
liability on the taxpayers. 

But that does not mean that we have not come up to a situation 
where something different should be done. 

Senator Munpr. Mr. Chairman, due to the fact that although my 
friend from Virginia addressed his remarks to the witness, he beamed 
them in my direction, I think I should say a word or two about the 
RFC. 

Senator Roserson. I will admit that what gave rise to the observa- 
tion was the fact that the distinguished Senator was referring to this 
as socialized banking. 

Senator Munpr. Certainly I concur in the premise that the RFC 
during the days of the world-wide depression rendered some very 
valuable service. It was an emer gency organization set up to do an 
emergency job. It fell into the hands of ambitious politicians who 
succeeded the Hoover administration, and they saw a great oppor- 
tunity for perpetuating a system of public finance and projecting 
public finance into an era of normal business activities, at which time 
in my opinion it took on the aspect of socialized banking. 

Because when you have the Government competing w ith banks under 
normal business conditions, and making no emergenc y loans to rail- 
roads and banks and insurance companies who are in distress, but to 
luxurious hotels in Miami and to manufacturers of new models of 
automobiles and for the opening of unneeded oil wells in Texas, you 
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have socialized banking per se operating precisely as it would under 
any system of state socialism. 

When you point to a Government enterprise as to whether it has 
made money or not made money, you have a lot of things to consider. 

You have got to consider the fact that the RFC was using Govern- 
ment money, not money privately financed, that it operates in a 
Government building, presumably built with Government funds, 
occupying a tremendous space down here in the city of Washington. 
Banks do not or dinarily have the opportunity of operating in Federal 
buildings which are tax-exempt and which are heated, air conditioned, 
and serviced at public expense. So it is an unfair kind of compet ition. 

That is not the most serious thing. The most serious thing is that 
these hearings have demonstrated that when you put politicians in the 
business of making loans to their friends, you create an indefensible 
system which in times of emergency can be handled properly, be- 

sause you have an altogether different picture; but when you project 
it down the line, permanently, you set up a system w hereby the favorit- 
ism and the political partisanship which are inherent in the American 
body politic tend to give you a curious kind of loan and a very expen- 
sive kind of procedure. 

Now, I take it that the Senator from New Jersey feels that if we 
are to accept the President’s reorganization plan we have simply set 
up some new hurdles and some new arguments for perpetuating RFC 
into a peacetime period of normalcy. Because then you immediately 
bring in the argument: “Well, we have changed the situation. The 
old crooks who were running it are wrong. We have gotten rid of 
the Board of Directors. Let us give this thing 2 years or 3 years to 
work out. Maybe this is the answer. 

Senator Henpricxson. I think I feel exactly as the able Senator 
from South Dakota feels on this subject. 

Senator Munpr. I should like to add that it is not a very strong 
argument for this committee to take the floor of the Senate, that 
we get from the very able and distinguished and highly respected 
chairman of the Senate Banking and Currene Vv Committee when he 
makes this forthright statement, “I do not believe in the plan of one 
administrator.” Now, with that kind of recommendation, we are 
supposed to accept the plan sent down by the President providing for 
one administrator. I am inclined to fear that if we are going to 
abolish the RFC it should be done by aet of Congress, and that in the 
meantime the Senate Banking and Currency C ommittee should meas- 
ure up to its responsibility to enact some kind of emergency stand-by 
legislation which will keep the RFC in a stand-by service-providing 
function ona temporary basis. 

Senator Henprickson. Under some appropriate agency of the Gov- 
ernment. 

Senator Munpr. Under some appropriate agency of Government. 
It seems to me if we simply try to cut off the dog’s tail by inches, we 
provide the community with a mad dog, and we provide the dog with 
a sore tail, and we get nothing acc omplished. The whole thing is apt 
to fester and get worse inste: ad of improving. This looks to me like 
an obvious attempt to cut off the dog’s tail by inches, because even the 
chairman of the Banking and Currene yC ommittee says, “I do not like 
the plan. It is the lesser of two evils.” 
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But that is not necessarily the whole field of choices that we have. 
There are other choices that could be provided to us. 

I like very much Chairman McClellan’s suggestion about withdraw- 
ing the plan, although I am not very sanguine about getting the White 
House to withdraw it. 

But if the committee, and the Senate, has the courage to stand on 
its feet, it can accomplish the same result by rejecting the plan. 

Senator Benton. I wonder if Senator Mundt would agree that al- 
though Senator Maybank said he did not believe in the plan of one 
administrator, the over-all effect was that he did not disbelieve it, 
did not believe in it, and did not know what he believed. 

Senator Munpr. I could not agree with that, because he said, “I do 
not believe in it.” Those are his words. 

Senator Benton. You have pulled out of the over-all testimony this 
sentence, which of course is exactly what he said. But my impression, 
listening to all his testimony, is that he wanted to wait until he had 
heard all the hearings and wait until they had investigated the many 
differént bills, plans, and ideas, before he committed himself on any 
one particular policy, plan, or program, this one or any other one. 
Now, that was the impression I got. He did not want to put himself 
on record at this time on any police: Vv or program. 

Senator Munpr. Or any alternative plan. 

Senator Benron. Except for a temporary brief period where this 
became, as he put it, the lesser of two evils. Iam only trying to clarify, 
Mr. Chairman, what I understood Senator Maybank to say. 

The Carman. Thank you very much, Senator. 

Senator Henprickson. I thank you, Mr. Chairman, and your very 
able committee. 

The CnarrmMan. Will you have a seat for a moment more, Senator. 
Maybe there are some other questions. 

Senator Scuorrret. Senator, if this plan is rejected, it leaves the 
RFC in its present set-up, does it not ¢ 

Senator Henprickson. That is true. 

Senator Scnorrren. And the thing before this committee (and I 
think we should focus on what is before our committee) is the ac- 
ceptance or rejection of this plan, and hearing what different indi- 
viduals have to say either for or against the specific plan. That should 
be our approach, should it not / 

Senator Hrenprickson. I think you have to approach it on that 
basis, yes. 

Senator Scuorrrer. Now, if we reject this plan, the RFC in its 
present situation stands until legislation is perfected and passed by 
both Houses and concurred in by the President or passed over his 
veto. Now. we have got to consider those steps. 

Senator Henprickson. That is true; but I think that can be done, 
Senator. 

Senator Scuorrre.. I wanted to make this suggestion. I think that 
it goes without question that we should not get too alarmed about too 
much time lag in here. The hearings before the Fulbr ight committee 
have demonstrated that a change is in order. I agree with the chair- 
man here; I would much prefer that the President had not sent this 
plan down. Now, since it is down, it would be my judgment, and I 
think good judgment, to withdraw it. Because there is going to be 
a change in this mess. There is no question in my mind about that. 
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Senator Henprickson. There has to be. 

Senator Scnorprre.. Now, even should this plan be accepted, the 
Congress is not precluded from, even then, taking steps to abolish the 
present RFC as inaugurated in this plan, and substituting some other 
type of legislation. Is that not true? , 

Senator Henprickson. I think I would have to agree on that; yes. 

Senator Scnorrret. And I think that there is enough public senti- 
ment, enough justifiable reasons reflected within the Committee on 
Banking and Currency or some other committee of the Senate to 
expedite a type of legislation that can be presented to the Senate, to 
make these things more wholesome and more applicable to the public 
interest, and still take care of the very thing that Senator Robertson 
mentions, the responsibilities that we are going to have to watch out 
for in this defense program by way of financing loans and financing 
defense projects. And do you not feel that, even though this plan 
is rejected or even accepted, there is a duty upon the Congress to 
clean up this whole thing, and that it can be done expeditiously ? 

Senator Henprickson. Oh, I certainly do. I certainly do. 

Mr. Chairman, I should like to say to the distinguished Senator 
from Kansas, through the Chair, that I am not too much concerned 
about the mechanics that are used to right this situation. I think there 
are probably two or three approaches which this able committee and 
the able Committee on Banking and Currency can work out. But I 
do say that there is a job to be cea and it had better be done quickly. 

The Cuarrman. Senator Nixon ? 

Senator Nixon. It seems that your position, in a nutshell, is this: 
That though the subject before this committee is whether we have 
one plan for RFC or another, you feel that the adoption of the new 
plan, which, of course, would be the result in the event that we do not 
adopt the resolution, might put road blocks in the way of, or delay, 
a bill which would abolish the RFC; and therefore you oppose the 
adoption of the new plan for the RFC? 

Senator Henprickson. That is right, Senator. 

Senator Nixon. And while you recognize that the RFC may be 
serving some necessary functions at the present time, you feel that 
since it has become, in effect, the symbol in the minds of the public 
of corruption and favoritism in high places, the better way to handle 
those functions is to completely abolish the existing organization and 
to transfer what necessary functions it may have to either a separate 
agency or to some other agencies which exist ? 

Senator Hrenprickson. Mr. Chairman, the distinguished Senator 
from California has expressed my views more ably than I could. 

Senator Nixon. I think that one point might be made, too, Mr. 
Chairman, in that connection. I notice that in relationship to the 
RFC it has often been pointed out that it has not cost the taxpayers 
any money. And I think, of course, that that is an indication that 
certainly in times past the RFC has possibly served a necessary func- 
tion and probably has had some good management at periods in its 
history. But I think by the same token we should recognize that 
there are costs to the Nation other than financial costs, and I think 
that the recent investigations have disclosed that the cost to the Nation 
in the destruction of the confidence of the people in the morality and 
the integrity of officials in high places has been far greater than the 
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gain from whatever profit the RFC has made in the past years, for 
example. 


Senator Henprickson. I agree fully. 

The Cuarrman. Any other questions, gentlemen ¢ 
Thank you, Senator. 

Senator Henprickson. Thank you. 

The Cuarrman. Mr. Smathers, we are glad to have you. 


STATEMENT OF HON. GEORGE A. SMATHERS, A UNITED STATES 
SENATOR FROM THE STATE OF FLORIDA 


Senator Smatuers. Thank you, Mr. Chairman. I appreciate very 
much the opportunity to appear here before this committee. I should 
just like to read a statement. I know you Senators do not like to listen 
to a statement read, but I am on unfamiliar ground and, therefore, I 
should like to read my statement. 

It is common knowledge that in recent weeks the hot spotlight of 
publicity has focused the attention of the Nation on the activities of 
the Reconstruction Finance Corporation. Because of the disclosures 
made public by the Fulbright slinabionitten, the future of the Recon- 
struction Finance Corporation has become a topic of widespread dis- 
cussion. Everywhere people are concerned over the issue as to whether 
the Corporation should be abolished, reorganized, or continued in its 
present status. 

To my mind the disclosures, shocking as some of them may be, are 
not and should not be the sole determining factors in our conclusions 
as to the future of the RFC. Poor administration of a law does not, 
in itself, render a law bad. The law itself should be examined and 
its worth evaluated on its own merits, not on the merits or faults of 
those who administer the law. And so it is with an agency such as the 
Reconstruction Finance Corporation. The possibility that some of 
its officers may have erred is not alone sufficient reason for abolishing 
this organization. So my remarks here this morning are not concerned 
with the disclosures of the Senate Banking and Currency Subcom- 
mittee but rather with the over-all purposes, accomplishments, and 
future prospects of the Reconstruction Finance Corporation. 

I recognize that the primary question now before this committee 
under the Reorganization Act of 1949 is whether or not the Presi- 
dent’s Reorganization Plan No. 1 of 1951 should be defeated by 
affirmative action or approved by negative action. But I humbly 
suggest that before we can intelligently determine what to do in that 
respect, we must determine: First, the present need for such a lending 
institution in our economy; and secondly, if such a need exists, how 
the Reconstruction Finance Corporation should function to best meet 
that need. Some of those things that I shall suggest cannot be brought 
about solely by the approval of this Reorganization Plan No. 1, but by 
approval of Reorganization Plan No. 1 now, we can make certain 
needed improvements at this time, keep the organization alive, and 
in the months following the Congress can consider further what the 
future functions of the Reconstruction Finance Corporation should be. 

It has been a long and well recognized fact that small business is 
essential to the prosperity and preservation of our capitalistic sys- 
tem. Economically and socially, small business is the foundation 
of a prosperous, happy nation. 
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This Nation has attained its present state of development and 
productive ‘capacity because of the continuimg stream of new enter- 
prises that have transformed ideas into reality. But new and expand- 
ing businesses have always needed financing. Several decades ago 
the bank provided the capital to the enterprising young man who with 
energy, intelligence, and foresight was seeking to further develop 
his community. In those days banks paid interest on their deposits 
and so had to put their money out at interest in order to survive. 

Today, though—and I say this, coming from what amounts to a 
banking family, having a brother who is a banker—the bank must 
comply with an ever-increasing number of rigid regulations designed 
to protect its depositors; and therefore we have seen in recent years 
banks becoming, to a large extent, merely depositories for funds, 
paying little or no interest on their deposits. Banks have found it 
profitable, safe, and less laborious to invest heavily in Government 
bonds or similarly safe, low-interest securities. This policy is under- 
standable from the viewpoint of the banker. 

From the viewpoint of the small-business man, however, it is a 
discouraging turn of events. Without collateral he faces, in most 
every case, a negative reply in response to his pleas for capital to start 
a new business or expand an old one. It would follow, then, that in 
the interest of preserving and even strengthening our free-enterprise 
system we must provide assistance for legitimate small business. 

In recent years the Reconstruction Finance Corporation has, within 
the limits of its legal authority, been providing such assistance. 

Although much publicity has been given to several of the large 
spectacular loans such as Lustron and Kaiser-Frazer, statistics show 
that something like 19 out of every 20 RFC loans have been for less 
than $100,000. Since 1932 over 500,000 individual small loans have 
been made to assist small business. Yet on these small loans there is 
a record of only about 1 percent. loss so that even including the losses 
on such large loans as Lustron, the Reconstruction Finance Corpora- 
tion has a 600 million dollar net profit to the Federal Government. I 
know of no other Federal agency that can boast of such an accomplish- 
ment. 

Last year in my home State of Florida the RFC made a total of 
147 loans, 134, or 92 percent of which were for $100,000 or less. I 
should like to mention just a few as a fair sampling, to show the kind 
of assistance given to small business in the State of Florida by this 
agency. 

Senator Rozertson. I might interrupt to say that Florida, during 
the depression, was one of our “10 percent” States. 

Senator SmAruers. That is right, and 12 percent in many instances. 

In each case the loan was to a borrower living in a small town in 
Florida: Ice plant, $20,000; dairy, $10,000; general store, $7,500; 
laundry, $18,000; bakery, $6,500. 

It must be remembered in each case the borrower had been denied 
aid from private banks, for the law specifically prohibits the Recon- 
struction Finance Corporation from making such loans where pri- 
vate capital is available. 

So it would appear that the banks are not now meeting the needs 
of many small businesses even though the loans have been proven to 
be 99 percent sound. 
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Furthermore, our present defense effort has created an additional 
situation in which small business is in need of financing. I note, for 
example, that in the State of Florida there have been instances where 
small manufacturers have either obtained or have been on the verge 
of obtaining contracts from the Army, Navy, or Air Force for the 
production of necessary defense materials. However, in order to meet 
the additional payroll and other operating costs connected with such 
an order, some kind of temporary financing has been needed by these 
businessmen. 

Under the provisions of the Defense Production Act of 1950, sec- 
tion 301, a manufacturer can secure a loan from a private bank, which 
loan is guaranteed by the procurement agency with which the 
would-be borrower has a contract. A Federal Reserve bank acts as 
fiscal agent between the private bank and the procurement agency. 
Under existing regulations a maximum of 5 percent interest is au- 
thorized to be charged by the private bank for such operating loans. 

However, according to several cases which have been brought to 
my attention, the “fly in the ointment” is that where the Federal Re- 
serve bank, acting as fiscal agent, arranges for 100-percent guaranty 
of the loan to the private bank, 40 percent to 50 percent of the interest 
rate of 5 percent is charged as a fee. This leaves the private bank 
approximately 214 percent on the loan. In each of the cases that have 
come to my attention the bank prefers to invest its money at a higher 
rate of interest and where the administrative costs involved will not 
be so great. 

It would seem, therefore, that here is a field in which the Recon- 
struction Finance Corporation can render a real and necessary service 
not only to the individual businessmen involved, but to the national 
defense effort as well. 

Despite the record for small loans which I have cited on the part 
of the Reconstruction Finance Corporation, I feel that the issuance 
of such loans has been inadequate. The present collateral require- 
ments prevent the Reconstruction Finance Corporation from giving 
proper consideration to a man’s past record of ability, integrity, and 
initiative. I believe that the Reconstruction Finance Corporation 
Act should be amended so as to provide that the Corporation is 
authorized to give skills, past earnings, and prospective earnings con- 
sideration as security or collateral in the making of loans either 
directly or in cooperation with banks or other lending institutions. 

I further believe that the.Reeconstruction Finance Corporation 
should become primarily an agency to assist small business. This 
could be done by amending the Reconstruction Finance Corporation 
Act to limit the amount of loans to $100,000 or perhaps $200,000 per 
loan. In such a way the administration of this agency would be 
directed into assisting only small business which is now meeting such 
difficulties in securing necessary financial help. Large corporations 
with vast holdings, 1f they have a sound loan, can readily procure 
money from banks or other investment institutions. In the investiga- 
tion of the Reconstruction Finance Corporation now going on there 
is no evidence, as far as I have been able to read, of any improper 
influence being used in connection with a.small loan—one of less than 
$200,000. 
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The record of loans by the Reconstruction Finance Corporation 
shows that small borrowers are much more conscientious in the real- 
ization that they are debtors. The small-business man is working on 
a day-to-day basis for a livelihood and the continuation of, his obli- 
gation is an ever present, ever reak necessity for the continuance 
of his source of income. 

That the small borrower is most anxious to repay his debt is proven 
by the record of the disaster loans repaid to the Reconstruction 
Finance Corporation. This is something which vitally concerns our 
State of Florida. The Congress several years ago authorized the 
Reconstruction Finance Corporation to lend money for repairs where 
damages had been sustained by individuals in some sort of disaster. 
In our case it has been hurricanes and floods. This type of loan carries 
a low interest rate, a long period for repayment, and the collateral 
securing such loans is negligible. 

Oftentimes the only collateral is a home with the roof blown off 
which already has a first mortgage. Those persons in most cases 
who have obtained such loans are financially embarrassed and have 
encountered all sorts of difficulties in procuring loans somewhere else. 
In spite of these hardships, the seul of the Reconstruction Finance 
Corporation shows that 90 percent of these loans have been repaid. 

In recommending the establishment of the limit on each loan, I 
recognize that the interest. on the large,loans has been carrying the 
major portion of the costs of the Reconstruction Finance Corporation. 
I understand that auditors have been endeavoring to arrive at the 
breaking point between profit and loss so that some determination 
could be made as to just what amount of loan pays for itself. At 
any rate, it is possible that the breaking point is somewhere around 
$100,000. If it should be determined that it is not, then in order to 
operate the agency profitably, or at least to make it pay for itself, the 
maximum limit of the loan could be raised far enough above $100,000 
so that there will be enough latitude above the breaking point to pay 
for those loans below the breaking point. 

Now, in closing, I would like to summarize the points I have en- 
deavored to present here this morning. 

First, that there is an immediate need for financial assistance to 
small businesses. 

Second, private banks and other lending institutions are not at 
present meeting this need. 

Third, the Reconstruction Finance Corporation is partially meet- 
ing the problem. 

Fourth, that the Reconstruction Finance Corporation can effectively 
assist small business if the Reconstruction Finance Corporation Act 
is amended so as to devote the agency to dealing primarily in small 
loans with a limit of $100,000 to $200,000. 

Fifth, I recommend that at a subsequent consideration of the func- 
tions of the Reconstruction Finance Corporation, the type that Chair- 
man Maybank talked about, that its name be changed to more ap- 
propriately fit what would be its new purposes. Possibly the name 
“Small Business Assistance Agency” would more adequately describe 
it, and would at the same time get away from the stigma which has 
recently attached to the Reconstruction Finance Corporation. 

And last, although I realize that the amendments to the Reconstruc- 
tion Finance Corporation Act would have to be considered and re- 
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ported by another committee, I do think it is necessary and desirable 
that this committee, keep the Reconstruction Finance Corporation 
alive by immediately giving it a housecleaning and a new lease on life 
by approving the Reorganization Plan No. 1. Otherwise, it is my 
humble judgment that the noxious publicity that has recently spewed 
out from it, will so conceal its accomplishments and hide a possible 
helpful future, that it will be swept away in a tide of indignation. 
hank you, Mr. Chairman. 

The CuHarrman. The chairman agrees very much with your -sug- 
restions. First, I thought in terms of abolishing the Reconstruction 
‘nance Corporation and reconstituting a similar agency simply to 
serve small business. I had thought, however, in terms of probabl 
$500,000 as the limit. I am not sure what that limit should be. 
fully agree that the paneer for which the Reconstruction Finance 
Corporation was originally established no longer exist. 

I do agree with you very much that there is a need today for some 
financing of small businesses that banks under present restrictions 
simply cannot handle by long-term loans. That is the need, if there 
is any need today, for the Reconstruction Finance Corporation or for 
any part of its function so far as the loan business is concerned. That 
is the need that now exists. 

Now, in connection with the issue before us, you suggested in your 
closing remarks that we should keep the Reconstruction Finance Cor- 
poration alive. With that I agree as to its general purpose. But the 
question is, “Does this plan that is now before us solve any of the 
problems of reform that we seek?” ‘And, if so, I would like you to 
comment upon that, why this plan should be adopted, rather than to 
leave the Reconstruction Finance Corporation just as it is in the hope 
that that might spare the action that you think is absolutely necessary 
or that you recommend for permanent reforms and reorganization. 

Senator Smatuers. Mr. Chairman, I feel that we should change the 
substantive law and limit the amount of loans which can be made by 
the Reconstruction Finance Corporation or its successor organization 
when the successor is set up. There will be at the head of that 
organization only one man, and I think that eliminating the split 
responsibility of the five men, which can be done by the adoption of 
this present reorganization plan, would therefore be a step forward 
in setting up the successor organization. Now, the Hoover Commis- 
sion said : 

Administration by a plural executive is generally regarded as inefficient. 


This reorganization plan in substance, as I read it, has as its primary 
purpose the elimination of the split responsibility which has resulted, 
I am afraid, in the unhealthy situation which we have seen develop. 
Having one administrator in charge, everyone can look to him for 
full responsibility of that organization. So I think the adoption of 
the reorganization plan would be taking at least tliat one step in the 
right direction. 

The CHatrMaAn. The question in the minds of some, it appears 
from comments I have heard and from questions that have been 
asked here is morning, is that if we take this one step by approving 
this reorganization plan, will that tend to promote the taking of the 
other steps that are so desirable or will it tend to hinder, and we will 
be confronted with the argument, “Now we have reorganized it, let us 
give it a chance and let us drop all this.” 
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Senator Smaruers. I think there has been so much unfavorable pub- 
licity that has recently attached to the Reconstruction. Finance Cor- 
poration, and I think it is of such a permanent and lasting nature, that 
there is no doubt, listening certainly to Chairman Maybank, that it is 
his intention and that of the other members of the committee to bring 
about a substantive change in the functions of the Reconstruction 
Finance Corporation. 

It is my opinion that this present reorganization plan is just one 
way to keep the organization alive while changes can be worked on. 

I think that if you do not make this change now, there will be such 
an overwhelming tide of resentment against the RFC that it will 
quickly be abolished and the future, where it might be of great assist- 
anee to this country, will be overlooked and we will see our economy 
suffer. - . 

The CrHamman. Let me ask you another question at this point. 
What do you think regarding the psychology of abolition of it and 
a new act entirely setting up the sort of lending agency of the Govern- 
ment that will serve small business such as you have recommended ? 
Do you think that would help a great deal toward taking away this 
stigma and restoring confidence? I do not know by any act that the 
Congress can pass or any plan that the President can devise and submit 
that you are going to remove the stigma from the Reconstruction 
Finance Corporation as long as you retain the Reconstruction Finance 
Corporation in any form. 

Senator Smaruers. I suggested that the name be changed in my 
statement. I do believe if you do change the top personnel it will go 


a ap way toward removing some of the stigma. Whether or not it 
I 


can all be removed is a matter of conjecture. 

However, we, as responsible legislators, have the duty to see that 
the general economy of this Nation is protected and promoted and 
that the small-business man is given some break in our general eco- 
nomic picture. And here is an organization which can be, and has 
proven to be, helpful to him. 

Now, because it has gotten in trouble over large loans, and certainly 
it has, we can eliminate one part of it but still keep it alive. Senator 
Fulbright, in a letter he wrote to the House of Representatives when 
this matter was being debated there, said he felt it should be kept alive. 
As a matter of fact, I could read you that statement. 

The Cuairman. You may insert it in the record or read it, as you 
desire. 

Senator Smatuers. He stated: 

If Reorganization Plan No. 1 is approved and if the President appoints an able 
administrator, I believe that the leadership of the Reconstruction Finance Corpo- 
ration would be revitalized and that it will perform useful and necessary fune- 
— In the meantime, the Congress can consider what those functions should 
e. 

Then he goes ahead to detail his bill. 

I personally subscribe to that particular position because I think 
that the foundation of the Reconstruction Finance Corporation with 
all of its experience, its various branches and offices around the country, 
can still serve a useful purpose. 

The Cuarrman. Of course the issue of abolition is not the primary 
concern of this committee. However, the question does come, if it is 
to be abolished or if a new organization is to be set up, what is the 
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best thing for this committee to do and the Congress to do with 
reference to this plan, adopt it or reject it? Which will contribute 
most actually in securing expeditiously the reforms and reorganiza- 
tion that we all, many of us at least, feel should be made. 

I wish to thank the Senator. 

Senator Benton, do you have any questions? 

Senator Benton. I had not heard Senator Smathers, in a prepared 
statement since his election to the Senate. He is one of the youngest 
Members of the Senate. I should like to congratulate him on that 
statement because I think it proves he is one of the clearest-thinking 
Members of the Senate. It is a very remarkable document. 

I have one line of thought. I should like to see if we are in agree- 
ment on it. It grows out of Senator Mundt’s phrase “socialized bank- 
ing” because these words are likely to tyrannize us if we are not care- 
ful, facing the kind of dilemma you have posed for us in your paper. 
You point out that the Reconstruction Finance Corporation cannot 
make loans under the law that any bank is willing to make. 

Senator Smaruers. That is right. A borrower must go to the Re- 
construction Finance Corporation with a letter that he has attempted 
to borrow that money from a bank previously and has been unable 
to do so with the collateral which he has put up. That is the first 
requirement. 

Senator Benton. So the Reconstruction Finance Corporation 
takes the risk loan? 

Senator Smaruers. That is right. 

Senator Benton. Normally I think it is fair to say that we identify 
risk taking with enterprise ? 

Senator Smatuers. That is right. 

Senator Benton. In other words, the key to our enterprise system, 
the thing that makes small business so valuable is the risk taking 
and competition which they provide as they grow into bigger business ¢ 

Senator Smaruers. That is right. 

Senator Benton. So you have the paradox here of the Reconstrue- 
tion Finance Corporation doing the risk taking and our private bank- 
ing system in effect refusing the risk taking, as you have presented the 
"ase. 

Senator Smatuers. May I say this, to interrupt you for a moment ? 
In looking over the loans, particularly those which have been made in 
our State, it is clear to me that the Reconstruction Finance Corporation 
has participated with private lending institutions in many of the 
loans. The private lending institution, approached first, would not 
make a long-term loan by itself. As a matter of fact, I have heard 
many bankers say they do not want to get involved in a long-term 
loan where they have to take as collateral machinery, farm equipment, 
or things of that nature, but if they can get a participation agreement 
from the Reconstruction Finance Corporation, then that banker will 
agree to go in for part of the loan. 

That is what has happened in most instances. It has made the 
growth of small business possible where under conditions without the 
RFC it would not have been possible for young men, many of whom 
I have personal knowledge of, to get started in business. 

Senator Benton. I may say that is entirely true of banks of con- 
siderable size because my friend, Walter Bimson, president of the 

81512—-51——3 
































30 REORGANIZATION PLAN NO. 1 OF 1951 


Valley Bank in Phoenix, Ariz., where I suppose he faces many of the 
situations in the development of small, new businesses in that area 
not so dissimilar from those you find in Florida, has a $400,000,000 
bank. That, according to my standards, is a pretty big bank. He 
tells me there are lots of loans that he only makes, and only would 
make, in cooperation with the Reconstruction Finance Corporation. 

However, to get back to Senator Mundt’s phrase just to see if I prop- 
erly understand what you mean. In general when we apply the word 

“socialization” or “socialized,” the word “socialized” is an adjective. 
We intend to mean that we have eliminated risk-taking and reduced 
things to a more or less institutionalized, dead-level basis. You have 
the paradox here of Senator Mundt’s using the word in reverse because 
it is the banking system itself and what has happened in the banking 
system that has brought you to the conclusion that we need the Recon- 
struction Finance Corporation * fill a gap that is not being properly 
filled today as you see it, and as I see it, on behalf of small independent 
business, by the functioning of the private banking system. 

Of course, that is not a new dilemma for the Congress, but I think 
it is worth pointing out that the implications of Senator Mundt’s 
word “socialized” do not actually, in fact, follow through here on the 
operations of the Reconstruction Finance Corporation. It might be 
more correct to say that the private banking system has become social- 
ized because of the fact that it is buying Government bonds, it is fail- 
ing to take risks, it is becoming institutionalized through the Federal 
Deposit Insurance Corporation and through the processes of institu- 
tionalization and socialization that have cut into the private banking 
system. Well, the Congress is now faced with the problem of main- 
taining a Government corporation for all the needs you set forth in 
your paper. 

Would you agree with that comment on your own testimony ¢ 

Senator SMAtTueERs. I do not choose to get in the middle of an argu- 
ment between you and Senator Mundt, of South Dakota, for both of 
whom I have great respect. I just merely say that because of the re- 
strictions put on the banks by the Federal Deposit Insurance Corpora- 
tion, and most State comptrollers, and because of the catastrophe of 
1929, today the bankers have become very much concerned, and prop- 
erly so, with the protection of their depositors’ money, and they can- 
not lend with the frequency or freedom they once did. 

The principal reason therefore that they have not engaged in risk 
loans is because they want to protect their depositors’ money. 

Today, the banker can invest the money in Government bonds. It 
draws a small but certain rate of interest. Every banker that you 
know and every banker that I know is vitally concerned with the 
price of Government bonds. The first thing he looks at every day 
is the price of Government bonds to see how much he makes: 

Senator Benton. He is about to get more money now. 

Senator Saaruers. He can make « enough money using his money on 
Government bonds, investing the depositors’ money, so to speak, than 
he can by going out and loaning some farmer a thousand dollars or 
two thousand dollars and have the farmer put up a hundred head of 
cattle as collateral. That is the way it used to be but it is that way no 
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Senator ScHorrret. Most of those bankers charge a service fee to 
do business with the institution. They make money there, do they 
not ¢ 

Senator Smariers. They do that, yes, sir. 

Senator Brnron. You are proposing amendments to the Recon- 
struction Finance Corporation legislation to induce it to take greater 
risks ¢ 

Senator Smatuers. That is right. 

Senator Benron. That places it a step further removed from what 
you call socialization. 

Senator Smaruers. I think the very basis of the economy of the 
country is risk. Expansion of small business, and development of 
small business, requires risk capital. 

Where you have a situation that is static, where it is impossible for 
a fellow to get started, who might have only a very limited amount of 

capital, that is a threat to c apitalism, as I understand it. I think that 
we should by all means do what we can to make it possible for young 
fellows or old fellows, whatever the case may be, who have a good 
idea, to translate those ideas into new business, new employment, new 
production, and a greater and stronger America. 

Senator Benton. I accept what you have just said and I think you 
have performed a signal service in interpreting the legislative func- 
tion of the Reconstruction Finance Corporation on these smaller loans 
as the stimulant to risk-taking by private enterprise. private capital, 
as we understand it, and as needed in our over-all financial structure 
because of the way the private banking system has developed over the 
last 25 years. Now, that is a signal service that your paper performs 
for the committee. 

Senator Smarners. Thank you. 

The CuarrMan. Senator Robertson. 

Senator Rosertrson. Mr. Chairman, I also commend the Senator 
from Florida on the excellence of his statement and the persuasiveness 
of his plea for continuation of some type of lending agency to assist 
small business. I turn over to Senator Mundt the discussion of the 
socialized banking involved. 

The CHairMan. im aes Mundt. 

Senator Munpr. I do not want to prolong this unduly, Mr. Chair- 
man. AsI gather the argument made by my good friend from Florida, 
it is that the small-business man in Tampa, Orlando, or Miami, goes to 
the bank, tries to get a loan, gets a letter from the bank that he cannot 
get the loan, because his credit is not quite good enough, and he then 
goes to the Reconstruction Finance Corporation and the Reconstruc- 
tion Finance Corporation then makes him a loan with the bank par- 
ticipating. Jt seems to me that that is exactly how public banking 
verges into socialized banking; the pressure is ‘all on the bank not to 
make a loan on its own, because if it will give the customer a letter 
saying it prefers not to loan the money, they get a second chance at it 
with the Government assuming all the risk. 

I call attention to the fact that, for 150 years in this country, 
we made pretty good development into a tremendous industrial em- 
pire without the Reconstruction Finance Corporation. So there must 
be something in private banking which, if we can revitalize and re- 
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capture it, can still give us a great risk-taking economy under private 
enterprise. . 

Now what disturbs me is that it seems to me if we accept the 
thesis which was so persuasively represented by the Senator from 
Florida that what we are about to establish instead of the Recon- 
struction Finance Corporation is a Government bank and the small- 
business man and cattleman and everybody else who wants to get a 
loan eventually will have to borrow the money from the Government. 
Your banks will be reduced to a depository for money and a place 
for issuing checks against it. You pay 2 to 5 cents a check, and pay 
so much when you get a check cashed, and so a bank becomes nothing 
but a little service institution. 

It may be that it is not a problem for this committee alone, but 
it is a problem for the Banking and Currency Committee consider- 
ing the laws and rules under which private banking is supposed to 
operate. 

If the banks refuse to make legitimate loans to small-business men, 
then obviously the Government has that function; there is no question 
about that, in my opinion. 

There is no question, in my opinion, but what the Government 
is supposed to furnish the services to the people that are necessary 
and which private enterprise refuses to provide. 

I suppose you have a State system of banks in Florida as well as 
national banks? 

Senator Smatuers. Yes, sir. 

Senator Munpr. Are they just as reluctant to make small loans to 
businessmen as the national banks? 

Senator Smatuers. I venture to say, if you talk to the bankers in 
vour State, they would tell you that there is less labor, there is less 
risk, there is less general trouble in operating their bank, where they 
depend in making their money on the purchase of Government bonds 
and securities that are well established. They prefer to do their 
business and make their money that way rather than going out and 
risking their depositors’ money by loaning it to small-business men. 

Senator Munpr. I am afraid there is a considerable segment of 
opinion to that effect among bankers. 

Senator Smaruers. May I say right there that I very much agree 
with you that we want to keep the system of private banks alive. 
As I said earlier, my brother is a banker and I certainly want him 
to have an opportunity to operate his bank free from too much govern- 
mental restriction, and I think other people should, too. However, 
just as you pointed out, we have seen the situation change considerably 
where private bankers a long time ago used to loan money easily. 
They would loan it principally because they knew, we will say, Karl 
Mundt, who was a young fellow, enterprising and ready to go out and 
really work, and they would loan you that money; but they, generally 
speaking, will not do that today. They do not have to do that to make 
money. They can buy Government bonds. So the situation has 
changed there just as it has changed with the Reconstruction Financé 
Corporation. 

We have seen both of those things start out with a good purpose and 
we have seen things change. As legislators, we have to adjust to 
those changing conditions. 
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Senator Munpr. Which is the cause and which is the effect that 
has brought about this change? 

Senator Smaruers. There is a law in. most States that limits the 
amount that the bank can lend in relation to its deposits. There is a 
further law—I believe it is the Federal Reserve regulation—which 
requires a certain amount of the securities in each bank to be Gov- 
ernment bonds. They have. regulations today which pretty well re- 
strict the activities of the banker, all designed, of course, to protect 
the little depositor. But in effect it has lessened the commercial 
loans, the easy loans of the bank. 

Where a borrower comes to the Reconstruction Finance Corporation 
with a letter saying that the bank will not loan him the money, and 
he cannot get the money in his area, the Reconstruction Finance Cor- 
oration can go ahead and loan it all if in their minds they are satis- 
fied it is a good loan. 

Senator Munpr. Do you think it might reactivate the interest of 
private bankers to make loans to small-business men, if, when the 
small-business men go to the Reconstruction Finance Corporation 
they dealt with the Reconstruction Finance Corporation direct, and 
the banker was not able to cut in and make a little profit on the ar- 
rangements ¢ 

Senator Smatuers. It might. I certainly would want to see the 
activity of the commercial banks increased. I think that would be a 
good thing. 

I agree with you that the purpose you are pursuing in your question 
is a good purpose. Anything that we can do to increase the activity 
of commercial banks and. private banks is all to the benefit of our 
economy. 

Senator Munpr. What worries me is that if we make it both easy 
and profitable for the banks to say “No” to the small-business: man 
because the bank knows he will be back next Monday morning with a 
Reconstruction Finance Corporation loan on which the bank will 
make a profit, pretty soon no bank will make a loan to small business. 
Pretty soon the only way the small-business man will get money is 
from a Government bank and so pretty soon you are in this soe ialized 

system clear up to your neck. Nobody knows how many millions of 
dollars you are going to have loaned by the Reconstruction Finance 
Corporation if every small-business man in every State of the Union 
can make a loan direct from the Government; and if it is proper for 
one businessman to do so, why not all? 

After all, if it is legitimate to make a loan to the businessman with 
a little collateral, it is also legitimate to make a loan to the man with 
a good moral background. Where do you stop this business of having 
money used in a public banking business? Should it also include 
mere signature loans? 

Senator Smarners. As you pointed out a moment ago, there is 
danger both ways. There is danger if the little man cannot get a 
start. If big business continues to get bigger by the very nature of 
economy because it can get expansion capital and the little fellow 
cannot but is further squeezed out, there is a danger to the country. 
On the other hand, if you have a system of large Government banks, 
that itself could be a danger. 

So we, as legislators, have to try to keep this economy going as best 
we know how by arriving at what looks to us to be the best solution. 
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I think that if we keep a modified form of the Reconstruction 
Finance Corporation going where the. primary function is limited to 
small loans to small businesses, participation with banks where they 
want to participate, that we will do a lot toward helping the capital- 
istic system by encouraging new businesses to get started. 

Senator Munpr. You have made some very useful and constructive 
ideas, and I congratulate you on presenting them. 

I hope that you will lend your persuasiveness and influence when 
it comes time to rewriting the legislation so that the new Reconstr uc- 
tion Finance Corporation or “Small Business Assistance Agency,’ 
whatever you call it, a United States bank per se, will be set up in 
such a way that it will tend to encourage banks to make loans to small- 
business men. Otherwise, you discourage banks from making small- 
business loans because they find out th: at they get a second chance at 
it and they can secure their profit out of a soc ialized loan. 

Senator Smaruers. I would be 100 percent in favor of that. 

The CuarrmMan. Senator Schoeppel. 

Senator Scuorrrer. You want to accept this plan of the President 
and retain it under the reorganized status. Then I presume your 
theory is to put it on the operating table and give it a good operation 
and cut out some of the unmitigated gall that “has been demonstr ated, 
that has gotten us in this mess; is that it? 

Senator Smaruers. Exac tly. 

Senator ScnHorrre.. Now, Senator Smathers, this is what disturbs 
me. Suppose we accept this reorganization plan of the President’s; 
give it a new face and a blood transfusion; how zealous are you going 
to be when a lot of fellows say that this operational process needs to 
be ac complished by new legislation before these committees ? 

Senator Smaruers. I would be just as zealous as I am today to see 
the Reorganization Plan No. 1 adopted. 

As you very well expressed it, we need a major operation here. 
This is just one step and certainly I would be derelict in my duty, as 
everyone of us would, who feel as we do, if we did not see that the 
Banking and Currency Committee went further and changed the sub- 
santive law and brought about major changes in the Reconstruc- 
tion Finance Corporation. 

Senator Scnorrrer. I think that some of the main difficulties that 
have developed have developed because they have gone to the higher 
echelon of these big loans. That is where a lot of this difficulty has 
developed. Some of these banks of the United States of America are 
private institutions but they have brought a lot of this on them- 
selves. They raised interest rates way out of sight and forced the 
small-business man either to the wall or to negotiate against his own 
interest and the interest of business development, in order to protect 
himself and his investment. There is certainly a place in this scheme 
somewhere, either by liberalizing the loans of the State banks or the 
national banks, to protect that segment. I am very reluctant to go 
into the reorganization too quickly, after what I have heard here, of 
setting up a Government bank. I would rather put it on this basis— 
that some place down the line constructive changes ought to be made 
that would encourage, or require, greater consideration to be given 
to smaller businesses and the smaller enterprisers who want to go 
in and carve out something in this Nation of ours yet, despite what 
we are in now. 
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Do you think that if we accept this plan of the President’s, there 
will then be such an overwhelming demand for the committees of 
Congress to lay off and give it a chance to operate, that we will lose 
this whole thing in the shuffle ? 

Senator Smaruers. Of course, Senator, that depends on the indi- 
viduals of the Banking and Currency Committee who have charge of 
this. Senator Maybank this morning indicated very strongly that he 
is in favor of having a major operation. Senator Fulbright in his 
letter has indicated the same thing. I de not know whether Senator 
Capehart is the ranking member on the Republican side, but certainly 
he is for abolishing it and if he fails to abolish it, he should then be 
for bringing about a major change. 

So it seems to me from the expressions made by the members of the 
Banking and Currency Committee thus far, there is enough mo- 
mentum created and enough desire already in existence to see that we 
follow through on this and make the changes that all of us would like 
to see made. 

Senator Scuorrren. If this plan could be withdrawn, would that 
not give the opportunity to spur on some type of legislation that 
might accomplish this? 

Senator Smaruers. It would be difficult for me to be against that 
suggestion. But I do say this, that I think we can make one step 
forward now by the adoption of the plan. 

Senator Scnorrre,. Thank you. 

The CHatRMAN. Senator Nixon? 

Senator Nixon. Mr. Chairman, I think the junior Senator from 
Florida has made a very effective statement, as has been stated before. 
The thing that concerns me about his statement, however, is that he 
makes a number of recommendations concerning changes in this 
agency and although he does not use the term “abolish,” he does say 
we ought to change its name. He also says that we should change its 
character to an extent by concentrating more on small-business loans 
than is the case at present. I think that in doing that the Senator 
recognizes that the reorganization plan which we have before us 
would effect none of those changes. 

Senator Smarnuers. Except this one, Senator, and may I say I 
appreciate that kind remark at the outset. TI believe that under any 
successor organization that you have, if it is a small-business assistance 
agency, there will be only one Administrator. I think it has been 
shown rather clearly that where you have divided authority such as 
you have under the Reconstruction Finance Corporation, you get into 
trouble. Now, that is one step that we could now make in this Re- 
construction Finance Corporation which would undoubtedly be passed 
on down or inherited by this successor agency. For there is one 
major change which can be effectuated by the present Reorganization 
Plan No. 1 

Senator Nixon. You believe, in other words, with the one-Adminis- 
trator plan, there is a greater chance that the changes you are in favor 
of will be put into effect ? 

Senator Smaruers. I do; yes, sir. 

Senator Nixon. Now, as far as your statement is concerned, how- 
ever, the recommendations you make are so significant, so compre- 
hensive, that what you really favor is a complete overhauling of the 
agency. Is that correct? 
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Senator Smatuers. If you do not mind, I like the expression of the 
Senator from Kansas that we do need a major operation. I do not 
think there is any doubt about that. I think it is economical to keep 
the structure of the Reconstruction Finance Corporation which now 
exists throughout the country. They have offices in practically ever 
State. I think it has been well established that there are many efh- 
cient, competent people today in the Reconstruction Finance Corpo- 
ration who know their business. 

Senator Nixon. Now, you were here when the chairman of the 
Banking and Currency Committee was testifying when he said that 
within possibly a month, possibly 2 months, or 3 months, his com- 
mittee would complete its hearings and recommend to the Senate over- 
all legislation meeting this problem. 

Is it your opinion that this reorganization plan, which is a com- 
prehensive reorganization plan, although it is not as comprehensive 
as you would like it to be, could even be put into motion or into effect 
within a period of 30 to 60 days? * 

Senator Nixon. Yes; I believe that it could be put into effect within 
60 days. 

Then within 60 days, the Committee on Banking and Currency 
might come forth with a very different recommendation which would 
require substantial changes in personnel, and changes in organization 
from top to bottom. That is the thing that concerns me. 

Senator Smatuers. Although I heard the chairman this morning 
say he was not in favor of one Administrator, it is my hope that the 
majority of the Banking and Currency Committee will be in favor 
of one Administrator, because the Hoover Commission report and 
the men who were on it, all men of great experience in business, 
recognized that where you have the responsibility placed singly, you 
can ordinarily get a better organization. As to the time element, 
Senator, I do not know, I am not in a position to make that speculation. 

Senator Nrxon. I have just one comment with regard to the sug- 
gestions you made in regard to small-business loans. 

I am in accord with much of what you have said but you do not 
infer, of course, that simply because a loan is to small business, it does 
not therefore have to qualify on other grounds as well; in other 
words, you feel that the small-business loans should be in the public 
interest ? 

Senator Smaruers. That is right. 

Senator Nrxon. In fact, since you are suggesting that loans be made 
to businesses which have even greater risks than businesses which 
have received loans in the past, in making that suggestion, you would 
have an agency which would be even more safeguarded against cor- 
ruption and favoritism than is the case at present ? 

Senator Smaruers. That is right. 

Senator Nixon. That would be essential, would it not ? 

Senator Smaruers. I agree that is what it should be. I thank the 
Senator for bringing it out. 

Senator Nixon. As far as these loans are concerned, for example, 
in your comment concerning the criticism of loans that have been 
made up to this time, you have not overlooked the fact that the Ful- 
bright subcommittee did criticize some of these small-business loans? 
I think that was a loan to a snake farm, for example. In other words, 
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you are going to hold that the same standards for public interest exist 
for small business as well as for big business? 

Senator SmatTuers. The borrower who comes to the Reconstruction 
Finance Corporation should be a legitimate borrower, legitimate busi- 
nessman, with a legitimate cause. 

Senator Nixon. You would not consider, for example, a loan to a 
hotel in Reno, Nev., which gets its income mainly from gambling, as 
being in the public interest / ° 

Senator Smaruers. I would not. 

Senator Nixon. What about a hotel in Florida ? 

Senator SmatruHers. It would not make any difference, Senator, 
whether it is in Florida, Reno, Nev., or even in California. 

Senator Nixon. I was also interested in one statement that you made 
in regard to the fact that there was very little evidence that loans 
of $100,000 or less had been the subject of political favoritism. My 
reaction when you made that statement was this: That at the going 
rate of 5 percent, a loan of $100,000 would only pay half the price of a 
mink coat of the royal pastel type. 

Senator Smatuers. I do not mean any unkindness but I cannot 
qualify myself as an expert on mink coats. 

The Cuatrman. If there are no other questions, we thank you very 
much, Senator Smathers. 

Senator Smaruers. Thank you, Mr. Chairman. 

The Cuatrman. The committee will stand in recess until 2 o’clock 
this afternoon. 

(Whereupon, at 12 noon, a recess was taken until 2 p. m., this same 
day.) 


AFTER RECESS 


(The committee resumed at 2 p. m., upon the expiration of the 
recess. ) 

The Cuamman. The committee will come to order. 

Mr. Harber, will you come forward, please ? 


STATEMENT OF W. E. HARBER, CHAIRMAN OF THE BOARD, 
RECONSTRUCTION FINANCE CORPORATION 


Mr. Harper. Would it be all right for Mr. Cosgriff to come up with 
me? 

The CuarrmMan. Both of you may come forward. 

Do you gentlemen wish to testify together, or do you have prepared 
statements which you wish to file and then comment on ? 

Mr. Harper. We have prepared statements that we should like to 
read first. 

The Cuarrman. All right. Identify yourself for the record, Mr. 
Harber, please. 

Mr. Harper. I am W. E. Harber, Chairman of the Board of RFC. 

The Cuarrman. When did you become a member of the Board, Mr. 
Harber? 

Mr. Harper. I was sworn in on the 9th of October 1950, and for 
practical purposes October 30 is when I started to work. After I was 
sworn in, I went back home and then came back. 
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The Cuarman. I want to get that into the records, because many 
criticisms may be directed at the RFC with regard to transactions 
which occurred in actions of the Board prior to the time that you 
became chairman of it. 

Mr. Harner. Yes, sir; I appreciate that. 

The Cuarrman. I think you would like to keep the record straight 
on that. 

Mr. Harper. Yes; and I do not think that it generally has been 
distinguished, as between the old and new boards. 

The Cuarrman. For the purpose of this record at least I wanted 
that to be made clear, that many criticisms that may be directed or 
comments that may be made regarding the RFC could not in all fair- 
ness be directed to you personally or to your official relations and 
conduct on the Board. 

Mr. Harser. Yes, sir. Thank you. 

The Cuarrman. Mr. Harber, you may proceed, if you have a pre- 
pared statement. The committee would be glad to hear it. 

Mr. Harser. Mr. Chairman and members of the committee, I appre- 
ciate this opportunity to appear before your committee and comment 
upon Reorganization Plan No. 1 of 1951 which the President trans- 
mitted to the Senate and House of Representatives on February 19, 
1951. 

I would like to say at the outset that although I consider the form 
of organization important, changing the form will not in itself 
produce either good or bad administration. It is the character and 
ability of the men who canines any agency that make it good or bad. 

I think fair-minded men can honestly differ on the. question of 
whether a board or a single : piatletinlten is the best form of organ- 
ization forthe RFC. I could argue either side of the question, because 
I think there are strong logical arguments on both sides. Given con- 
ditions as they are today, I favor the adoption of the President’s 
plan. I favor it, not only because of these conditions, but because 
it is actually a good plan, and I believe it will work and work well. 

In my estimation, one of the chief tasks is to restore RFC to public 
confidence. The sensational headlines that have flowed from the 
developments of the present investigation have shaken public con- 
fidence in the agency. The agency is ‘losing many valuable employees 
and its morale is impaired. Its importance to the defense program 
and to small business in general is such that I feel it is extremely 
important to settle promptly the present controversy over the form 
of organization. Once this is done, no doubt the President will 
appoint and the Senate will confirm a top management. The Senate 
Investigating Committee has indicated that there is no reason to delay 
further the “settlement of the organizational question. With this 
point of view, I agree. 

The plan proposed by the President fixes responsibility in a single 
administrator and in this, follows the general plan adopted in setting 
up the agencies of the defense program. It preserves the corpor ate 
structure which helps make the agency more flexible. It retains RFC 
as an independent agency which, I think, is important. 

The plan est: ablishes a Loan Polic y Board to advise the Administra- 
tor on broad questions of public policy involved in the making of 
loans. The members of this Board are of Cabinet rank, and their par- 
ticipation will tend to coordinate the activities of RFC with other 
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broad programs of the Government. I think this separation of the 
policy, functions from the detailed loaning process is good. Cabinet 
officers could hardly be expected to do their own jobs and also spend 
the necessary time to pass on even the larger loans. They just haven’t 
the time. 

The reorganization plan provides for a review board composed’ of 
five RFC employees experienced in making loans. This section 
formalizes a practice long observed in the agency. It thus requires 
that a collective judgment be brought to bear on all loans over $100,- 
000. I consider this desirable and necessary. I have always favored 
getting the judgment of several experienced men on loans, whether 
it be in private banking or Government lending. 

The RFC is fundamentally a sound, able, honest organization 
manned by experienced personnel. Its work during the depression is 
well known and greatly respected. Its service before and during 
World War II has been widely and favorably known. Many key 
employees who served in both the depression and war periods are still 
at RFC and their experience will be extremely valuable in carrying 
out the defense functions of RFC, Though less well known, its con- 
tinuing service in furnishing intermediate and long-term credit to 
small business has been effective and very important. This form of 
credit is not generally available to the average small business because 
present banking laws and regulations do not permit it. Until we find 
a better plan of filling this credit gap, RFC will be needed and needed 
badly by small business. 

In 1950 alone, the agency made nearly 5,000 loans to small business 
in amounts of less than $100,000. Over 3,000 of these loans were for 
amounts under $25,000. It should be remembered that banks and 
local credit agencies would or could not make these loans, 

To summarize, I believe the plan is a good one. It centralizes re- 
sponsibility, conforms with administrative style of other defense 
agencies, and it provides for a collective judgment on broad policy as 
well as on individual loans. I believe the plan merits the careful 
consideration of the Congress. 

The Cuarrman. Mr. Harber, do you think this plan is adequate 
to bring about the changes needed and the reforms that possibly are 
required to cause this agency to function so that it will be above re- 
proach from an administrative standpoint ? 

Mr. Harper. Well, as I stated in there, I don’t believe that any 
plan would fully do that. I think it is contingent on the people who 
operate the agency or the plan. That is what will count most. 

The Cuarrman. Your experience in business is that of a banker, is 
it not ? 

Mr. Harper. Yes: I have had a good deal of experience in banking. 

The Cuarrman. With respect to the proposal in the plan that the 
agency or Corporation be placed under the management of one man, 
as in contrast to the Board which now exists, what would be your 
observation about that, as a banker? Do you think that one man 
can run a bank better than a board / 

Mr. Harper. You could certainly arrive at decisions faster, I be- 
lieve. You do have your board policy board, of course. 

The CuatrMan. It is not necessary, is it, that you arrive at decisions 
faster ? 
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Mr. Hanser. No, sir; it is generally better to have considered judg- 
ment, on it. 

The CHatrman. That is what I am getting at. Now, this plan, 
while it provides for a single Manager as the head of the Corporation, 
it does provide for what it terms a Review Board. 

Mr. Harper. Yes, sir; which checks the credit and passes on the 
loans, in effect. 

The Cuarman. But that Review Board is to be composed of em- 
ployees, having responsible positions within the agency itself. 

Mr. Harper. Yes, sir. 

The CHatrman. Now, you are presently Chairman of the Board. 
Let us assume this plan went into effect, and you became the Manager 
of the RFC. I donot mean by names of individuals, but who are 
officials or employees in the RFC having responsibility that might 
be regarded as eligible for this Board of Review. From what class 
of employees would you select such a board ? 

Mr. Harper. Well, I would select them from the review committees 
and from the examining staffs, as we now have. 

The Cuairman. Would they have any other functions other than 
just serving as a Review Board? 

Mr. Harser. That would be their principal function. 

The Cuatrman. That would be their principal function? 

Mr. Harper. Yes, sir. 

The CHarrman. Well, you would hardly expect that a man who 
examined the loan would also serve on a Review Board and review 
his eXamination and analysis, would you? 

Mr. Harper. Well, we have both examiners and review committees. 
Tf a man was appointed to the Review Board he would not serve as an 
examiner. 

The Cuatrman. You already have those within the organization? 

Mr. Harper. Yes, sir; we do have. 

The CHarrman. Well, if they have not functioned adequately and 
efficiently under a board, how was it anticipated that they would 
function any better or more efficiently under a one-man administrator ¢ 

Mr. Harper. Well, I believe, Senator, that generally the review 
committee and possibly the examiners generally have functioned pretty 
well under the Board. I believe that is developed in these reports 
that I have read. 

The Cuatrman. I do not have any particular criticism of your 
employees in that regard, but the point I am getting at is, if they have 
functioned well, then where do you get any improvement out of this 
plan? If they function well as it is now constituted, how does this 
plan improve the situation ? 

Mr. Harper. Well, as I said, I think that goes back to the individual 
administrator or board members. That is where I think the im- 
provement would come. 

The Cuarrman. Or vice versa? 

Mr. Harper. Yes, sir. 

The Cuarrman. If they have not functioned well, then how would 
you get any improvement? 

Mr. Harner. Well, if they did not function well you would not get 
any improvement. . : 

The Cuarrman. What I was trying to get at is that this plan simply 
says that you shall have under a single administrator what apparently 
you already have. 
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Mr. Harper. Yes, sir;one man instead of five Board members. — 

The Cuamrman. Now, you think it is better to go to five for a review 
board. But the plan calls for one for a board of management. Now, 
which is the best way? 

Mr. Harper. I believe under the present circumstances you need 
some change of some kind, and I think that no change could hurt it, 
and I think change might help it. 

The Cuarrman. Is that the logic on which you favor the plan, 
that any change would be better than no change? 

It is kind of puzzling to me why you say, “Well, the five-member 
Board management has not proven to be good. We think, therefore, 
a single manager would be better. But at present we have a review 
board or committee composed of one man in the organization, and 
now we think five would be better than one in that instance.” _ 

Mr. Harper. No; we have, I believe, five on the review committee 
now. I believe it is a five-man review committee now. And this 
does not contemplate changing that. As I see it, it just changes the 
responsibility from five men to one man. 

The CuarrMaNn. Let me ask you this: If a board of five members, 
as it is now composed, were constituted of men of capacity and men 
of sufficient integrity—and I do not say that to reflect on anyone 
on the Board—men of adequate capacity and integrity and purpose 
to give an honest and efficient administration of this act, why could 
not five Board members serve as its own review board, as well as five 
emiployees, who presumably have less capacity, and who are just 
employees? 

Mr. Harner. Well, they could. But they are awfully busy, to check 
those credits. The Board members are awfully busy to do that. 

The Cuarrman. Well, on the application there is an analysis and 
report of the analysts, accompanying it by the time it reached the 
Board, and their recommendations with respect to those credits, and 
so forth, is there not ? 

Mr. Harper. That istrue. But many times you will have three dif- 
ferent opinions on whether a loan should be made, three different rec- 
ommendations. 

The Cuarrman. All right. Now, is not that the function of the 
Board, as it is presently constituted, to weigh those different view- 
points and make the decision ? 

Mr. Harper. That is correct. 

The Cuarman. Now, do we propose to take that function from the 
Board as now constituted and place it in subordinate employees, who 
will receive such authority under the reorganization plan? ~ 

Mr. Harper. I believe the way I read this, what this would contem- 
plate would be placing it under the Administrator and the Deputy 
Administrator. : 

The Cuairman. I do think this is true regarding this plan: That 
it is easier to actually fix and hold responsibility where you can iden- 
tify that responsibility, under a one-man administrator, possibly, 
than it is in the Board. , 

Mr. Harser. Yes, sir. 

The Cuarrman. But after all, if that one-man administrator is 
going to be guided largely by what a committee, a board of reviewers. 
or a committee of reviewers, of five, recommend, I do not see that 
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there is very much difference in either plan, the present or the pro- 
posed. 

Mr. Hareer. There is not a great deal of difference, I would say, 
from that standpoint. And I don’t think you could ever get a lot of 
difference. I think you will always have to depend upon these exam- 
iners and review committees and the field men to give you the infor- 
mation on these loans. You have to depend on ‘them, because you 
cannot get it any other way. 

The Goeeaan Just one other point. I think we covered it par- 
tially a while ago. If we undertake to make this change, if this plan 
goes into effect, do you think that additional legislation will be needed 
to bring about the reforms in the operation of this C orporation that 
are desired, or do you think it could be done under this plan without 
supplemental legislation ? 

Mr. Harper. I believe it could be brought about under this present 
plan. 

The Cuairman. This proposed plan? 

Mr. Harper. Yes, sir. 

The Cuairman. You do not think, then, that additional legislation 
would necessarily be required ? 

Mr. Harper. No; I don’t think it would, necessarily. It might 
become necessary, but I cannot see now why it would be necessary, 
unless you wanted to abolish some of the functions of the RFC. 

The Cuairman. One other question. You have heard not only the 

testimony that has been given here this morning in the hearings thus 
far regarding the plan, but T assume you are also familiar with a great 
deal of the hearings and facts that have oe developed by the investi- 
gating subcommittee of the Committee on Banking and Currency. 
In view of what has been revealed up to the present, so far as you 
can gather, as to the sentiment of Congress with reference to ‘the 
agency, its continuation, and its abolition, and with reference to 
legislation that is being proposed, and that will also be considered 
even if the plan goes into effect, may I ask you this: Whether in your 
judgment the adoption of this plan, or permitting this plan to go into 
effect, would enable the President to appoint a competent and able 
Administrator? Could we find such a man who would be willing 
to take it until this thing was cleared up, and who would know there 
was some certainty in his mission, that he would have an opportunity 
to reorganize and get this thing set up so that it could function 
properly ¢ 

Mr. Harper. Well, I don’t know, of course, whether you could do 
that or not. I think that a man would certainly be a glutton for 
punishment if he desired the appointment under the unsettled condi- 
tions. 

The CHarrmMan. That is right. That is one reason I made the 
suggestion this morning, after thinking about it, that in view of the 
situation as we find it, I thought we ought to consider whether the 
adoption of this plan would further complicate our problem, pending 
the enactment of necessary legislation, or whether it would in fact 
tend to advance our efforts. I think that is something that should be 
considered. 

I have no fixed opinion about it at the moment, but I just think we 
ought to discuss it as we go along. 
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Mr. Harser. It would seem to me that any man considering it would 
first want to think that the legislation was settled and he could look 
at what he was going to go into before he started. 

The Carman. I mean to get a competent man. 

Mr. Harper. Yes, sir. Any man who is competent to operate that 
agency would certainly want that assurance, that the legislation was 

| settled and that he could see what he was going into, I believe. 

The Cramman. Well, I think it is apparent that it would be im- 
possible to get the legislation settled by the time the plan would become 
effective. And so we are going to be confronted with that uncertainty 
too, of being able to get someone who would be willing to accept the 
appointment with all of these contingencies, many of which are im- 
ponderable at the present. He would not know whether he had a job 
or did not have one, would he ? 

Mr. Harper. No. I don’t think anyone would take it as a job. I 
think any man who took the position would take it as a service to his 
country. 

The Cuamman,. Out of a patriotic desire to come in and try to help 
straighten it out. 

Mr. Harper. Yes, sir. I do not think any man would take it with 
the idea that he was going to make any money out of it. I mean, if 
he is capable of running that agency, he certainly would not think 
about that. 

The Cuarrman. He would not take it with the idea that he was 
achieving an ambition in life, would he? 

Mr. Harper. He would not if he was sitting where Iam. I know 
he wouldn't. 

The Cuarrman. Thank you very much, Mr. Harber. I appreciate 
your presence, and I know the committee does. 

Senator Benton, any questions ¢ 

Senator Benton. As I understand, you are a banker by profession, 
Mr. Harber? 

Mr. Harner. Yes, sir, I am. 

Senator Benton. How long have you been on the RFC Board? 

Mr. Harner. Well, for practical purposes, I was sworn in on the 9th 
day of October, but I went back home and got back here on the 28th 
of October, which was a Saturday, I believe. And Monday, the 30th, 
was the first day that I really worked. 

Senator Benron. I must admit that I think Senator McClellan has 
asked you questions which are very sifinificant, about any man who 
would take this assignment. I think the latter part of your response 
was perhaps more important than the earlier part, because the RFC 
is important, as Senator Smathers brought out. Did you hear his 
testimony this morning ¢ 

Mr. Harner. Yes, sir. And I think it is that important. 

Senator Benton.. You concur with his testimony ‘ 

Mr. Harper. Yes, I do. Until there is something better, I think 
you should maintain RFC. Until you can have something better, or 
as good anyway. 

Senator Benton. Then it becomes a matter of public service on 
that basis, let us say, that the President appealed to General Eisen- 
hower to take that job, as a matter of high public service. There must 
be men in this country who would respond, and, if they agreed with 
Senator Smathers’ testimony of this morning, would be willing to take 
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this assignment pending congressional consideration of changes in 
the legislation. 

Mr. Harper. I don’t believe you would get any man to take it on 
any other basis, other than patriotism. 

Senator Benton. I think it is fair to say that most of the top jobs, 


a high percentage of the top jobs in Washington today, are filled on 
exactly that basis. 


Mr. Harper. Yes, sir, I think so. 

Senator Benton. I think there are more men of top capacity here 
on that basis, such as, let us say, Mr. Charles Wilson, and Mr. Eric 
Johnston. Why wouldn’t those men want those jobs? 

Mr. Harper. They don’t, I don’t think. 

Senator Benton. No, I only submit that I think you may be too 
pessimistic if Senator Smathers’ paper of this morning, with which 
you agree, it to be given full weight. 

I would like to ask if I may, in line with that, whether. you heard 


the colloquy following his paper on the subject of socialized banking, 
Mr. Harber? 


Mr. Harper. Yes, sir, I heard that. 

Senator Benron. Could you, against your background as a banker, 
and your now contrasting background as an RFC board member, 
explain for a minute why you ‘think the RFC is important, and 
whether you thing the phrase “socialized banking” is a fair phrase as 
used by Senator Mundt this morning, or an accurate or descriptive 
phrase, applied to the activitiy of the RFC? 

Mr. Harper. I think the RFC is filling a gap on capital loans that is 
not being filled any other place for little business. Now, the bigger 
business, the well-established diversified business, is covered by insur- 
ance companies, banks, and so on, But a little concern that just has 
one line of business does not have diversity enough that if it gets into 
trouble on that. one business it can maybe pay out on a quick pay-out 
basis. 

Senator Benron. Why cannot the banks loan money? Why will 
they not loan the money? Why will not the commercial banks loan 
it to this little-business man? I think I know the answer to that 
question, but I want to hear it from you. 

Mr. Harser. The credit regulations would be the principal thing, 
and as the Senator here this morning said, some of us get maybe a 
little lazy and would rather clip coupons than work and make loans. 
Senator Benton. If the banks are clipping coupons instead of work- 
ing and making loans, and now they are going to get even higher 
interest on Government bonds than they got before, there is even 
greater incentive to.clip coupons instead of making loans. Do you, 
when the Government tries to fill that gap, think it isa fair state- 
ment to call that socialized banking? 

Mr. Harper. I wouldn’t think so. 

Senator Benron. Do you think there was anything to my point 
which suggested to Senator Smathers that the word “socialization” 
from the standpoint of meaning a lack of risks and the killing off of 
enterprise and the killing off of risk- taking, is something that has crept 
into our pays ate banking system to the extent that the Congress is 


interested, or at least many Members are, in maintaining the better 
features of the RFC? 


Mr. Harper. I think that isa fair statement. 
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Senator Benton. You are speaking as an ex-banker now ¢ 

Mr. Fiarser. Yes, sir. 

Senator Benton. I should like to ask those same questions, along 
that same line, Mr. Chairman, of Mr. Cosgriff, when he testifies, 
because I think the question of whether the RFC is important and 
whether we therefore should do the best we can by it in this crisis, this 
emergency that has grown up for not only the Board members but the 
staff and others who are resigning and quitting, should be explored. 
And I assume your morale cannot be at the highest right now, Mr. 
Harber ¢ 

Mr. Harper. I would say it is pretty low. 

Senator Benton. It seems to me the Congress has a duty of doing 
the best it can ina rather dirty and unpleasant situation for the gre: ater 
good that may be involved as to the fundamental, significant, and 
important activity that you are charged by law with performing. 

Mr. Harper. Yes, sir; I think so. 

The Carman. Senator Nixon ¢ 

Senator Nixon. Mr. Harber, I do not think there is any controversy 
in the committee that some action should be taken in regard to re- 
organizing the RFC. I think some of us are concerned about the 
practical problem involved, whether adopting this reorganization 
plan, or ee it to be adopted, by rejecting this resolution that 
we have before us, is the best way to approach the problem. 

You heard Senator Maybank this morning, did you not, when he 
testified ¢ 

Mr. Harper. I heard a part of his testimony. I didn’t hear all of it. 

Senator Nixon. Well, in his testimony he indicated that the Bank- 
ing and Currency Committee was going to initiate immediately a series 
of hearings looking toward the ree commendation of permanent legisla- 
tion in regard to the RFC problem. 

He said that in his personal opinion the reorganization plan was 
not the best solution. He said it was the lesser, in effect, of two evils, 
however, and for that reason he would support it. 

But I note, as you probably have noted also, that in the event that 
this resolution that is before us now is rejected and the plan therefore 

can go into effect, it could not go into effect in any event until April 20 
of this year. That means approximately : 30 days. I would assume, 
then, that it would take certainly a reasonable period of time after 
the plan goes into effect for the President to find the man or the per- 
sonnel to do the job properly and to reorganize the agency. I would 
assume another 30 days or so. 

The question that is in my mind is this: Under those circumstances, 
would it not be a better approac h to the problem, in line with the siate- 
ment that you make on page 2 of your prepared statement, “that it is 
important to settle promptly the present controversy over the form of 
organization,” to leave the organization as it is at present and allow 
the Banking and Currency Committee to consider this plan along with 
other plans that have been suggested, so that when it becomes neces- 
sary to reorganize the agency, or to abolish it and transfer its necessary 
functions to other agencies, the plan that is eventually adopted will be 
a permanent one rather than a temporary one! Because from all ap- 
pearances this reorganization plan, assuming that the Congress does 
not reject it, is only a temporary one. It possibly would be in opera- 
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tion for only 30 days before the Banking and Currency Committee 
would recommend substantial changes in it. I wonder if y&u had a 
comment on that point / 

Mr. Harner. Well, to me, the thing is in such shape at this time that 
there certainly should be something | done. I don’t know whether, in 
view of what you say there, if there is to be another reorganization im- 
mediately following that, this would settle it or not; but certainly this 
ought to be settled. It is big enough and important enough that it 
should be settled, and that quick. 

Senator Nixon. But you believe, do you not, that in order to get 
competent personnel, in order to reestablish the confidence of the peo- 
ple in the agency as well, certainly you are going to have to have a 
permanent plan, one that is going to remain in effect, rather than 
simply a temporary one which is subject to change by reason of the 
fact that the committee is conducting hearings on the problem right 
at this time ? 

Mr. Harser. Well, of course, if it is to be another reorganization, if 
that were certain, then maybe this plan should not pass. But I do not 
see how the agency is going to go on functioning under the present 
conditions. 

Senator Nixon. You recognize, of course, that even if we reject this 
resolution and the plan goes into effect, under the law it cannot go into 
effect for 30 days, until April 20, 

That means that the President cannot appoint the new man who 
would have to be appointed, the new Administrator, and that the 
Administrator could not make the necessary changes that the plan 
contemplates. Under those circumstances, since, according to the 
chairman of the Banking and Currency Committee, he himself has 
doubts as to this plan, and is going to conduct hearings considering 
this plan and a number of others, it would certainly seem that, on 
the basis of your own testimony, a strong case could be made for 
deferring action on this plan until the Banking and Currency Com- 
mittee comes forth with its recommendations as to what permanent 
plan should be adopted. 

Mr. Harser. But what bothers me about it is the functions of the 
RFC in the meantime. 

Senator Nixon. The point is: What is your definition of “in the 
meantime” ¢ 

Mr. Harper. I mean between these periods. 

Senator Nixon. That isright. But the point is that from now until 
April 30, the RFC has to remain as it is in any event. Nothing Con- 
gress can do, nothing this committee can do, can change that. And 
by that time, 30 days, possibly, and certainly there is a good prob- 
ability within 60 days, the Banking and Currency Committee will 
have concluded the hearings, which it will begin immediately, and 
come forth with recommendations which might well be adopted. 
That isa point which I think we should certainly consider. 

Mr. Harper. I think it is a matter of opinion, really. I don’t think 
anyone will really know which would be better. 

Senator Nixon. There is one other point I would like to ask you 
about, just briefly. Mention was made this morning of the percent- 
ages of small-business loans that had been made by the RFC, and 
I think the figure that was used was that 90 percent of the loans made 
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by the agency have been to small business. That, of course, refers 
to number of loans rather than to the volume of money involved 4 

Mr. Hareser. That is correct. 

Senator Nixon. I think that is all, Mr. Chairman. 

The CuarrMan. Senator Schoeppel ? 

Senator Scnorrret. Mr. Harber, if I understood you correctly, you 
tossed out the thought that anyone who would be asked to take this 
responsible position, assuming this reorganization plan goes through, 
should have the changes all “settled and know where he could pick 
up and move on. Obviously, that is going to entail some legislation, 
which is contemplated now, and which has to run the gauntlet of both 
Houses and the signature of the President. 

In keeping with that procedure, which is the practical way to look 
at it, there is certainly going to be some delay here in any event; is 
there not? 

Mr. Harper. I believe so. 

Senator Scnorrrer. And you are going to have to live with this 
thing until those matters are clarified, are you not ? 

Mr. Harser. It is going to be pretty difficult. 

Senator Scuorrren. Now I will grant you that morale is at a low 
ebb down there. That comes about by breakdown of someone's failure 
to discharge a responsibility. 

Now in this reorganization plan there is set up a loan-policy board. 
That is on Cabinet level. It is recognized that a Cabinet officer cannot 
give his time to this. He will designate that to some subordinate in his 
department. 

Do you really think that that is as good a way to handle it as could 
be thought of at the present time, or would you have some other sug- 
gestion / 

Mr. Harner. Well, of course, the only consideration I gave it was 
what we have now and what that would be. Because the proposed 
reorganization plan, or the present plan, is all I thought about in 
connection with it. I have not given it a lot of thought from other 
standpoints. But I should think that this reorganization plan would 
be better than the present plan, under the present conditions. 

Senator Scuorrret. That is from the standpoint of your experience 
since October 30, and in view of all these disclosures that have come 
out / 

Mr. Harper. Yes, sir. I would say that is my experience in the 
past 30 to 45 days. I think it has been getting worse in the past 30 
days. I think it has constantly been getting worse. I think it was 
getting worse from last July. I think the thing has been deteriorat- 
ing since last July, and possibly even longer than that, and I do not 
think it has changed. I think it has been getting a little worse con- 
stantly at all times. And I think until you get some change and some 
reorganization I do not see how it could get any worse, but it might. 

Senator Scuorrret. Now this policy board that is contemplated 
under this reorganization set-up I take it would determine the poli- 
cies for the Administrator to specifically follow ? 

Mr. Harper. Yes, sir. That is the way I read it 

Senator Scuorrret. And, of course, I have heard the old theory 
that if you want to corrupt something it is better to take a chance 
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on corrupting one individual rather than four or five. But I do not 
know about these RFC hearings. They look pretty bad. At least 
that is, beyond your part of it. 

Mr. Hareer. And I am glad to hear you distinguish between our 
board and some other board. 

Senator Scuoerret. I think, in all fairness, I am glad the chairman 
brought that out. That is a very important thing. Because some of 
you men coming on this board last should not be required to carry all 
the sins from Babylonian times on down. And I was just wondering 
about the ee that Senator Nixon brings out here. I think I can 
safely say, Mr. Harber, that you had better get ready for some legis- 
lation down there that is going to affect that board, whether you are 
remaining there or somebody else steps in. I think we had just as 
well be frank about that and be under no delusions about it. 

Now, if this reorganization plan goes into effect, and in view of the 
fact that we are going to have additional legislation—whether it is 
passed and implemented into law is another matter, but certainly it is 
going to be pressed from many quarters—are we not going to be just 
running around a circle if this plan goes into effect and then changes 
are made by way of legislative enactments? I am quite sure you are 
going to agree with me that on some of this there are ¢ Saaice that ought 
to be effected, but will it not give opportunity for a lot of folks to 
send up a hue and ery, “Let us leave it alone and ae if we cannot 
work out of this thing and have it function properly”? There would 
be the desire to put these things off. That period of confusion, to my 
way of thinking, is the thing that is going to be bad. 

Mr. Harper. It is not “going to be.” It is already bad. 

Senator ScHorrre.. It could add to it, though, it seems to me. I 
am sorry that this reorganization plan is here at the present time. 
If it could have been delay ed, we would have had a better picture, I 
think, as to what the thinking is of the men in Congress here who 
have some ideas about changing this thing. 

Now let me ask you this. Under this reor ganization set-up, which 
you have given some thought to, what economies on practical phases 
of the RFC can be put in operation, besides what you have now, 
assuming it had been eee sroperly ¢ 

Mr. Harner. Well, I don’t think there would be a lot of economies. 
But, of course, from what you say, it won't be settled, but if we did 
have the management settled, the top management, there are a great 
many things that could be done that should be done now, in con- 
nection with a number of things. 

Senator Scuorrret. You made reference a while ago to the fact that 
financing of small businesses falls within the category of the RFC. 
I think, by and large, it has been doing a pretty good job along that 
line. Could not that same function be accomplished by proper “legis- 
lation, by giving the banking institutions presently existing greater 
latitude to make those kinds of loans, assuming that they could re- 
member one thing, that they should be reasonable in their interest 
rates? 

Mr. Harner. I think there has been a way suggested that might take 
care of the situation. 

Senator Scnorprei. But you feel, in any event, that there should be 
some liberalization of the loan features through the various and sun- 
dry banking departments, the State banks to be the functions of the 
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States, and the national banking institutions to be subject to legisla- 
tion properly enacted or new rules and regulations. Do you not think 
that might be helpful? 

Mr. Harper. You sir; I think so. 

Senator Scuorrret. Do you subscribe to the theory, Mr. Harber, 
that we ought to shift this new RFC, if it is going through under this 
reorganization, into the category of a national bank, or a Government 
bank, to take care of this type of loan? 

Mr. Harper. No; I do not subscribe to that. I think that RFC 
is all right, if you had the management in there, and the future of the 
thing determined. I think there might be some other legislation that 
might be even better for these small loans that we have talked about. 
I do not think it would reach the loans to the big businesses, like steel, 
automobiles, and things like that, as well as RFC does. But in the 
small, local, one-industry business, I think there might be another way 
that would be as good or better. I doubt if you could get the legisla- 
tion at this time. 

Senator Scuorrret. Let us assume that this reorganization plan 
goes through. Again, I preface it by putting it on that basis. Sena- 
tor Mundt brought out that a number of banks in the local areas where 
applicants are making applications for loans through the RFC have 
to show a distressed character, and they have to show that they cannot 
get the loan from the local loaning institution. And yet, undoubtedly, 
the record, if it is gone into very cz carefully, will show that a lot of these 
ah are partic ipating banks, who in the first oe have said, “No, 

I do not believe we want to gamble on you. I do not believe in the 
possibility you present here.” And then they will take a part of the 

take that is allowed. Now, is that a sound practice? 

Mr. Harper. Well, I think that is all right. I believe RFC gen- 
erally insists if they can get a bank to participate, on getting it to 
participate. It is good for RFC, at least. 

Of course, you know, that rate is 5 percent. The bank pays 2 per- 

cent for that ‘penalty, there, for the RFC making that loan and then 
letting them participate. The bank really gets 3 percent interest on 
that portion that they carry of that loan. And that is a new regulation. 

Senator Scuorrpren. What about these big borrowers, ‘though ? Y 
That is pretty much gravy; is it not? 

Mr. Harper. You mean for the bank ? 

Senator Scuorepren. Yes. 

Mr. Harser. Well, of course, if they go in on the big loan with 
RFC they lose 2 percent of that 5 percent interest. If they made it 
directly, they would get all the interest. 

Senator Scuorrret. I think the questions that the chairman has 
asked cover some of the other points I wanted to bring out. 

Senator DworsHak. Mr. Chairman ?¢ 

The CuatrMan. Senator Dworshak. 

Senator Dworsuak. Mr. Harber, you have pointed out that condi- 
tions have become such in the RFC that it is necessar y to reestablish 
the confidence of the public in the operation of that agency. Now, 
assuming that this plan were to become effective, why ‘do you think 
that one . Administrator would be less susceptible to political pressure 
than the five Directors have been in the past ? 

Mr. Harper. Well, I would not want to assume that, even. I think 
it is all up to the individual whom you have. I think that you might 
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get five individuals none of whom could be pressured by political 
influence, or you might get one man who would be pressured more 
than five would be. I think it just depends on the individual whom 
you get. 

Senator Dworsuak. Is it not the fact, then, that this proposal deals 
with the mechanics of operating the RFC, and we are overlooking the 
fact that most of tNe difficulties if not all of them have arisen from 
the incompetence of the directors? 

Mr. Harper. Well, I would not know whether it was incompetence. 
I was not there. 

Senator Dworsuak. It would be inefficiency; put it that way. 

Mr. Harser. It is certainly something like that. 

Senator Dworsuak. What caused all the difficulties of the RFC 
today? You tell me in your own words what was responsible. 

Mr. Harser. I was not in position to know. I was not there. 

Senator Dworsuak. You have said it is in very tragic condition. 
What do you base that conclusion on ¢ 

Mr. Harner. I base that, of course, on the condition that actually 
exists there. Now, what caused it I don’t know. It was there when 
I got there. 

Senator Dworsuak. I will admit that you and Mr. Cosgriff—I do 
not know the other directors—probably are in no way responsible for 
this situation. I know that. But let us just assume that the Presi- 
dent, under this plan, would name Merl Young or Harry Vaughan or 
someone like that as Administrator. 

Would that insure more effective operation of RFC in the future? 

Mr. Hareer. I almost suggested that awhile ago. 

Senator DworsHak. Suggested what ? 

Mr. Harper. I almost suggested one of those names for that interim 
appointee. But I didn’t. 

Senator Dworsuak. Well, laying aside all levity, it is a serious 
matter. I think that this proposal “really is a subterfuge which tries 
to distract the attention of the public from the real facts, which are 
that we have had nothing but inefficiency and political pressure and 
White House influence in the operation of RFC. If that be true, how 
can we adopt a plan merely changing the mechanics of the operation 
of RFC, and eliminate all of this abuse ¢ 

Mr. Harner. I don’t think any plan that you adopt or any law that 
you can pass is going to do this job. I think it is the character of the 
people who operate the agency. That is what is going to do the job. 

Senator Dworsuax. Do you not think that the “personnel i is of the 
high type now, and that while morale is at a low point, in years past 
they have done some good work, and that primarily the lack of 
morale is the result of political pressure, which has undermined and 
destroyed the integrity of the organization? I do not see how one 
man would insure the elimination of all of those abuses. Do you 
think so? D 

Mr. Harner. I believe that a lot of our trouble now is the uncertainty 
of the future of the people who are working there. They don't know 
whether they are going to have a job tomorrow. They don’t know 
whether the agency is going to be abolished. It has gotten to that 
point, and that I think is responsible for a great deal of our trouble. 

Senator Dworsuak. I think that the President has shown good 
judgment in some of his recent appointments of directors of RFC. 
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But what assurances have we that in the selection of one adminis- 
trator he will display any better judgment than he has in the selection 
of some of the directors in the past ¢ 

Mr. Harper. Of course, that I can’t comment on. 

Senator Benton. May I suggest that there are much more im- 
portant appointments around than those of the directors of RFC, 
for which the President is also responsible. 

Senator Dworsnak. And I might say that some of the agencies may 
be in as great a mess as RFC if the facts were only known. 

Senator Benton. And some of those more important appointments 
I mentioned awhile ago, when I referred to General Eisenhower, Eric 
Johnston, and Charles Wilson. 

The Cuatrman. I observe that Senator Capehart, the author of the 
resolution, is here. 

Senator Carenarr. I am just listening, Mr. Chairman. 

Senator Benron. I should like to ask one more question, and this 
may be directed more to Senator Nixon than Mr. Harber. Because 
if Senator Nixon is right, that we could have legislation, that we really 
could have legislation here in 30, 60, or 90 days, I agree that that could 
make a considerable difference in this particular consideration. But 
is there not also the hazard that he may be wrong! In other words, 
in the first place, on the 30-day question, a boy who is about to be 
drafted, when he learns he is to be drafted 30 days from now, begins 
to make his plans right away. So if you knew now and the President 
knew now, that you were going to have an administrator on April 20, 
it does not mean, would you not agree, that everything would be frozen 
tight until April 20? It would mean immediately plans would begin 
to be made on the part of all interested parties looking toward April 
20. Is that not a fair assumption ? 

Mr. Harper. I believe that would be correct. 

Senator Benron. So you do pick up the 30 days. 

Secondly, do you see anything in this plan which in any way would 
be harmful or run counter to or would in any way undermine any 
other future possible plan on reorganization? Is there anything here 
that would be a deterrent or a handicap to any plans later decided 
on by the Banking and Currency Committee ¢ 

Mr. Harner. No, sir; not that I can see. 

Senator Benton. Well, even if the changes were revolutionary and 
not merely amendments, I do not see that any evidence has been 
brought out today to show how this particular reorganizetion project 
in any way would handicap or prove harmful to any future changes. 

The one point that was brought out this morning that seemed to 
be valid or perhaps valid, though the chairman will know the opposi- 
tion of the Senate much better than I, was that if we do not approve 
this reorganization plan, it may serve to be an extra whip or stimulant 
over the head of the Banking and Currency Committee. But I do 
not like to think that one committee of the Senate has to take that 
attitude of whipping or stimulating another commiftee into doing 
what Senator Maybank testified it is the full intention of the Banking 
and Currency Committee to do. 

My final point, Mr. Harber, or perhaps Senator Nixon, is this: Is it 
not entirely possible that it may take 30, 60, 90, or 120 days, or per- 
haps 6 months or 9 months or 12 months, for, first, the Senate to act, 
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and then the House to act, on this proposed new legislation? Senator 
Maybank, again, emphasized that he could not foresee the future; even 
that there might not be any two members of this committee who were 
in agreement. He spoke of having so many plans and ideas, here, that 
he did not even know how many plans he had. He spoke of having 
countless new ones yet to be born, on the way, out of the new testimony. 

So is it not a fair statement to you as a businessman and a banker 
that in line with this unknown future, this wall of uncertainty, as 
described by Senator Maybank, we should do the best we can now, as 
long as we are not taking any step that handicap the Banking and Cur- 
rency Committee on its legislative recommendation ¢ 

Mr. Harner. I would think that would be a good way to look at it. 

Senator Nixon. Mr. Chairman, may I comment on the statement of 
Senator Benton ? 

The Cuarrman. Senator Nixon. 

Senator Nrxon. I can see the persuasiveness of his comments. On 
the other hand, I think it more or less boils down to this: First, some- 
thing should be done to the present organization of the RFC. Second, 
something is going to be done to the present organization of the 
RFC. The only question is: What is going to be done? Now, from 
the testimony of the chairman of the Banking and Currency Com- 
mittee this morning, that committee is going to begin immediately to 
conduct hearings on the whole problem and come forth with a recom- 
mendation as to what should be done. And the question before ~ 
committee, as we consider this reorganization plan, very simply, 1 
this: Which is the better approach, § since something should be ihe 
and something is going to be done? Should we adopt this reorganiza- 
tion plan here, which, by admission, is going to be a temporary answer ¢ 
Or au we reject this plan and allow the Banking and Currency 
Committee to conduct its hearings and come forth with a recommenda- 
tion which will be the permanent answer ¢ 

Let us suppose that it takes even 120 days. It is my opinion that 
a strong case can be made for waiting for the Banking and Currency 
Committee. And I think that perhaps one of the strongest arguments 
that can be made for that approach in addition to the others that 
have been mentioned is this: Why are we so concerned about getting 
action on a plan at this time? We are concerned because investiga- 
tions have been made which have brought out facts which have re- 
flected on the way the RFC is being run. Was the plan that we pres- 
ently have before us drawn up after these investigations, or with the 
purpose of remedying the situations which have been brought out by 
these investigations? The answer is, it was not. 

And so it seems to me that since what we are trying to do is to 
remedy the situation which the investigations have brought forth, 
the way to do it is to allow the Banking and Currency Canesditien 
of the Senate, made up of members who are familiar with all of 
these problems, to consider all the evidence, to consider the investi- 
gations that have been made by its subcommittee, the Fulbright sub- 
committee, and then to make an over-all permanent rec ommendation, 
rather than to approach the problem piecemeal, in a haphazard fash- 
ion, and come forth now with a plan which, on its face, is going to be 
temporary. It may be 30 days, it may be 60 days, at best. 

Mr. Hanser. Well, Senator, as I said a while ago, I don’t think 
we can now know absolutely what is the best. As has been developed 
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here, the things that the old Board has done which have caused this 
situation are the cause of conditions. which were in RFC when Mr. 
Cosgriff and I got there; and it hasn’t gotten any better, and I don't 
think it can get any better until this thing is settled. I think you 
have got to have some settlement here of the future management. You 
have got to have a change here to improve the conditions. 

The Cuamman. Let me ask this one question, Mr. Harber: While 
you say you do not think that this plan is adequate to bring about 
all the changes and reorganizations and reforms that are needed, let 
us assume for the purpose of my question that legislation to meet 
this situation was going to be enacted by the Congress. What would 
be gained, what advantage would be served by this plan going into 
effect to operate during the interim prior to the enactment of that 
legislation ? 

Mr. Harser. Provided that the legislation was prompt, 30 days, 
or something like that 

The CrarrmMan. Let us say 120 days. That is the longest period 
that has been mentioned. Now, I am asking this for the ‘record and 
for information. 

Assuming that the Congress feels that this plan is inadequate, 
though many may feel it is better than the present situation, or, as 
the chairman of the Banking and Currency Committee said, that this 
was the lesser of the two evils, and assuming that we have to have 
one or the other, but the Congress is of its own responsibility going 
to reorganize it by legislation dealing with the entire problem, what 
will have been gained in the interim, say, even 120 days, when the 
Congress will thereafter complete its job by legislation? What will 
have been gained, what advantage will have been served, by this plan 
having been permitted to go into effect temporarily for that period? 

Mr. Harper. I don’t know. It would just be an opinion. 

The Cuarran, I think that is a question we are asking ourselves. 
We are really trying to find out if there is some tangible answer to it. 

Did someone else wish to ask a question ? 

Senator Carenart. May I ask a couple of questions? 

The Cuairman. Without objection from other members of the com- 
mittee, we shall be glad to extend that courtesy to the Senator. 

Senator Carenarr. Mr. Harber, has the RFC been successful ? 

Mr. Harper. I would say it had. 

Senator Carenarr. Should it be continued ? 

Mr. Harper. My statement is that it should be until we find some 
better way to do this service. 

Senator Carenarr. My next question is: Why change the corporate 
set-up which has been in effect for 19 years and been “successful 4 

Mr. Harper. We have a pretty bad condition down there Senator. 

Senator Carenart. You have the same set-up today that you had 
when it was organized 19 years ago. You have the same corporate 
set-up today that you had 5 years ago and 2 years ago and 10 years 
ago. 

Mr. Harser. Well, it is a series of circumstances that has created 
this, I think. 

Senator Carenarr. You would not organize a bank without having 
a board of directors, would you ? 

Mr. Harper. Of course, you couldn't. 
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Senator Capemarr. That is the point. The law requires it. 

Mr. Harper. Yes, sir; the law requires it. 

Senator Carenart. Now, is not RFC a bank ? 

Mr. Harper. In one sense. 

Senator Capenart. It ought to be. 

Mr. Harner. It is a kind of bank. 

Senator Carenart. It ought to be a bank, at least. 

Mr. Harper. Yes, sir. 

Senator Carenart. If the law requires—and it does—that banks 
have boards of directors, and RFC is a bank, how could one argue that 
RFC should not have a board of directors? What is there different 
about the RFC bank as compared with any other bank ? 

Mr. Harper. I may be mistaken about this, but it seems to me it has 
operated both ways. with an administrator and with a board. 

Senator Carenart. I do not think it has ever had an administrator. 
It has always had a board. 

Mr. Harper. We had a loan administrator, who was set over the 
Board. That was it. 

Senator Carenartr. Well, Jesse Jones was the Chairman, and he 
was a strong chairman, and he practically ran it. At least he ran it 
as far as the Members of Congress were concerned. But I think you 
will find there was a board at all times. I am not thinking in terms 
of whether RFC at the moment should be discontinued or whether it 
should not. I am not thinking in terms of anything other than that 
I am opposed to a one-man director of RFC, regardless of what is 
going to happen to RFC in the future. 

Mr. Harper. Of course, Senator, in effect you have two boards under 
this proposal. You have the high policy Board, and you have then 
your Review Board. 

Senator Carenart. Yes; you have the Board consisting of the Cab- 
inet officials, who have the right to designate people under them to 
serve: meaning that one day or one month they might desig- 
nate one person, and the next day or month someone else. Therefore, 
you will never be able to pin any responsibility on it. If you want to 
pin responsibility, samp is the poorest way in the world to do it, because 
the Cabinet member can designate anybody he wants to, and he can 
change designations, you see, 

Then you have the Board, what is known maybe as the Review 
Board, which passes upon loans, but its members are going to be picked 
by the administrator himself. Therefore they are going to be subject 
to his supervision and his wishes. 

Mr. Harser. Which goes back to the same thought, that it is going 
to be the character of the Administrator, after all. 

Senator Carenart. Well, I agree with you that you have got to 
have honest men, whether you have one or a thousand. 

Mr. Harser. And capable, too. 

Senator Carenart. Honest, capable, and efficient, whether it is one 
or a thousand. But it seems to me that a board is less susc eptible to 
influence and favoritism than one man is, and particularly with a 
board that will be appointed by your Cabinet officers, who will shift 
from day to day or week to week or month to month. 

The Cuarrman. Thank you very much, Mr. Harber. 

Mr. Harser. Thank you. 
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The Crarrman. Mr. Cosgriff? We shall be v very glad to hear from 
you. I believe, for the record, you might identify yourself and state 
when you became associated with the RFC. 





STATEMENT OF WALTER E. COSGRIFF, DIRECTOR, RECONSTRUC- 
TION FINANCE CORPORATION, WASHINGTON, D. C. 


Mr. Coserirr. My name is Walter E. Cosgriff. I was sworn in on 
October 12, 1950. That was last year, a day which I will regret all the 
rest of my life. 

I have been asked by this committee to comment on Reorganiza- 
tion Plan No. 1 of 195i recently submitted to the Congress. 

Basically, I feel that the proposal is a good one and merits favor- 
able action. The fundamental question as to whether an organization 
functions better under a board or a single administrator is one which 
can probably never be satisfactorily answered. It depends on which 
board is in question and whether that board is good or bad and which 
administrator is under consideration and whether he is good or bad. 

There are some very successful operations in our Government under 
a single administrator such as the Farm Credit Administration and 
the Rural Electrification Administration. There are also some very 
excellent operations supervised by a board such as the Federal Reserve 
System and the Federal Deposit Insurance Corporation. Many argu- 
A ments could be advanced to support either position and, as I previously 
stated, I doubt that the problem can ever be solved to the complete 
< final satisfaction of all concerned. 
I definitely feel that the establishment of the Loan Policy Board 


Ses a Scho ten 









Sasa 










Se ae Oe 


Sn 


4 SRO 5, ne gE 







cae 


Sor k. 






Sete: 









































ee ee 


3 is a step in the right direction. This will tend to coordinate the 
i lending tiastiens of RFC with other policies of the Government. 
% Thus the RFC should be better able to operate in harmony with the 
E Treasury in fighting inflation, the Commerce Department in aiding 
, business gene rally, and so on. 
; There is also a very good reason for supporting Reorganization 
P Plan No. 1 which is primarily a practical one. The Reconstruction 
F Finance Corporation has lately taken so much abuse, much of which 
4 is unjustified, that the morale of the organization’s employees, and 
B hence, their working efficiency, has been serious impaired. Many 
5 of our most capable employees have resigned or announced their 
a intention of doing so. It is difficult, if not mapeneitite, to get others 
y to take their places because of the unfavorable publicity we have 
E received. At this time it is necessary, above all, to insure a period of 
i tranquillity to the Reconstruction Finance Corporation to allow it 
to stabilize itself and go forward with its operations in order to restore 
E a reasonable degree of public confidence. 
4 It seems to me that if Reorganization Plan No. 1 is adopted, a suffi- 
cient breathing spell for the Reconstruction Finance Corporation will 
be afforded which, I repeat, is most desirable at the present. I do 
: not know of any other method other than the acceptance of this pro- 
t posal which can insure this much needed breathing spell. It is for 
Fi this practical reason primarily that Lam in favor of the plan, although 


I realize that changing the organizational structure as such will not 
be the solution to every problem presently or potentially facing the 
Corporation. 
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At this time I would like to say a word in favor of continuation of 
the RFC which can only be assured through adoption of this reor- 
ganization plan. Since its inception, the Reconstruction Finance Cor- 
poration has made approximately 600,000 loans to business, of which 
at least 9 out of 10 in number have been to small business. By this 
I mean loans of $100,000 or less. The losses on all loans made b 
Reconstruction Finance Corporation have amounted to less than 
$200,000,000, or approximately 1 percent of the loans authorized. 
These losses include a $58,000,000 reserve for losses which is carried 
on our books at this time to cover losses which have not actuall 
developed yet but may do so in the future. The taxpayers, throug 
the United States Treasurer, have made a profit of nearly $600,000,000 
through the activities of Reconstruction Finance Corporation after 
payment of all expenses and interest to the Treasury Department and 
“charge off” or provision for losses, as stated above. 

If Reconstruction Finance Corporation is able to make this num- 
ber of loans, loans which it must be borne in mind could not be made 
by commercial banks, and yet sustain such a small loss percentage- 
wise, it would seem evident to me that there is a definite need for its 
lending activities to continue. 

I trust, therefore, that the fact that a few persons inside and out- 
side the Corporation are alleged to have abused their authority will 
not be permitted to obscure the over-all value of the Corporation to 
little business and industry throughout the United States which is 
unable to turn anywhere else to satisfy their medium and long term 
borrowing requirements. 

The CHarman. Mr. Cosgriff, over what period of time have the 
number of loans been made that you refer to, 600,000 loans? 

Mr. Cosertrr. Since its inception. It is between 18 and 19 years, 
I understand. 

The CHatrman. My recollection is that it is about 19 years. 

Mr. Coserirr. I am just informed that it is February of 1932. 

The CHatrman. I understand, included in the 1 percent of losses 
you refer to, is the $58 million that you have set aside to cover antici- 
pated losses? 

Mr. Coscrirr. Well, that seems to depend on the difference be- 
tween loans authorized and loans actually disbursed. Many loans 
were authorized that the person for some reason or another never came 
in and got all the money that was authorized. 

Now if you just take it on the question of disbursed loans, I think 
the loss ratio, including this reserve, runs up to about one and one- 
quarter or 1.30, something like that. If you take it against the au- 
thorized, that is, money set aside for the use of borrowers, then it 
would be below 1 percent. 

The Cuarrman. You speak of the deterioration of morale among 
the employees, that some are already resigning, others giving notices 
of their intention to resign. Do you think the adoption of this plan 
under conditions that now obtain in Congress, as somewhat of a 
stopgap measure, would have a tendency to ease the feeling of insecur- 
ity down there among the employees and tend at least to stop the 
deterioration of morale among them ? 

Mr. Cosertrr. I feel definitely it would, Senator, as a practical 
matter. 
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Here is what the trouble is: The public and maybe even the Con- 
gress are unable to distinguish as a practical matter, by what they 
read in the newspapers, this Board from the other Board. I think 
it would be a fair statement that if you asked 9 out of 10 people on 
the street, that there would be no differentiation in their minds between 
this Board and the other Board. In actual practice that is not so. 

I appeared before the investigating subcommittee, I think the day 
before yesterday, and read into the record a’ number of accomplish- 
ments of the present Board which would very much minimize any 
difficulties that have been had in the past, and I was not challenged 
on any of it. They were very much interested in my campaign con- 
tributions, but none of those changes that we have made in the organi- 
zation was challenged. But it did not merit even a tiny paragraph 
of any kind in any newspaper. 

Now my theory is that if you took a new man, someone who was 
obviously completely divorced from any of this past activity, that you 
would get somebody in whom the public would have confidence and 
in whom the employees would have confidence, and then, even though 
they said, “Yes, later there may be some other interpretation through 
legislation or reorganization, there may be some changes in the law,” 
something like that, at least they would say they have taken the step 
in the right direction, they have turned over a new leaf. They may 
turn over some more leaves but it does represent a definite break with 
the past which has fallen into disrepute, and that is the point which 
I think is the cardinal question at issue in this situation. 

The Cramman. Do you think the confidence of the people can be 
restored regardless of whether it is by plan or by legislation if you 
retain the old corporation of RFC, as long as you have those initials 
and that title? Iam just wondering. 

Mr. Coserirr. I am afraid, sir, at least I am wondering whether as 
long as they hear of RFC, they do not think of a mink coat. but I 
am quite hopeful if you would get a completely new individual who 
had no background with RFC, who practically is a national figure, 
and he announced that he was going in and was going to make the 
necessary reforms, who might merely be more successful at publicizing 
reforms that have already been made, that it would scoabls pro- 
duce a great change for the better in public confidence. At least I 
would like to see the experiment tried. We have tried many others 
with no success whatever. 

The Cuarrman. I think that is something else that we have to con- 
sider. I do not attach undue importance or significance to what I 
was driving at by the question but I am of the opinion that there 
would be many throughout the country, people who have lost confi- 
dence in that, who would feel that they just changed the manager, 
from the Board down to one man, and that has not changed the or- 
ganization or anything else and they would feel that actually no sub- 
stantial reform had been made. 

Personally, I would understand it; the Members of the Congress 
would understand it, many others would understand it, but Iam think- 
ing of the small-business man who in the future might want to apply 
for a loan to the Reconstruction Finance Corporation. He comes to 
the Reconstruction Finance Corporation, he comes to his Congress- 
man or his Senator, and he goes directly and makes application. 
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Then the Board decides or the manager decides to turn down the loan 
or it becomes doubtful as to whether it should be granted. 


Immediately he says, “Well, the RFC did so and so; I cannot see 


why it cannot help me.” They will simply be under that pressure. 

Mr. Coscrirr. There is a great deal to what you say and I do not 
think that either Mr. Harber or I, or anyone else, i is iN a position to 
guarantee that appointing an administrator is automatically going 
to restore 100 percent confidence. 

It is my judgment that there is a good chance that it will restore a 
degree of confidence. 1 am hopeful that good could be accomplished. 
As I say, and I do not know how the chairman feels, I am not in any 
position to guarantee it would be 100 percent successful. 

The Cuatrman, I think it would restore some confidence. 

The fact is in many of these questions and suggestions, I am just 
thinking out loud. Like many others I am groping in my own mind 
trying to find the best solution of the situation. 

Some people think that possibly in the reorganization a change 
in the name should be made, so that it would no longer be the Recon- 
struction Finance Corporation that was bailing out “big corporations 
and big enterprises but it will become an agency to fill the g: gap, to per- 
form the services that are now needed. And I'think we all agree pri- 
marily that to aid little business is to perform that service. 

My thinking at the moment, at least, is that a change in the name, 
a change in the corporate set-up, is pretty well essential, and let us 
start off with a new agency to perform these functions rather than to 
retain the name RFC and keep it identified with that, because im- 
mediately when you think of RFC, you think of all the things that 
may have been associated with it, very unpleasant things. 

I just think if we are actually going to bring about a restoration 
of confidence, a full measure of it at least, we have to get an approach, 
not only in the reorganization but set up a new organization to per- 
form the functions that we think conditions now require and not 
retain the organization as such that was set up to perform an entirely 
different service at the time it was created. 

As I say, I am just thinking out loud at the moment. I have not 
come to any final conclusion, 

Senator Benron. Mr. Chairman, I am greatly interested in your 
comments. I think, with the witness and with Senator Smathers’ 
paper this morning, that the public has not had a chance to learn 
about the great and interesting record of the past 19 years. 

I might point out that Congress did not change its name when 
they put Congressman May in jail or the Air Corps did not change 
its name when they threw General Meyers in jail. 

When we minimize the unhappy circumstances which surround the 
Reconstruction Finance Corporation, they do not necessarily indicate 
that this Reconstruction Finance Corporation is not one of the most 
valuable and important agencies of the Government. 

As a Republican member of this board, do you agree with Senator 
Smathers’ paper as he presented it this morning ? 

Mr. Coserirr. Yes; | absolutely agree with that. Ican substantiate 
itasa banker. I have been in a ‘great many different size banks, dif- 
ferent areas, different types of economy. I have also had considerable 
experience with it at the Reconstruction Finance Corporation. There 
is no question in my mind that there are many, many good loans 
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today that go begging that cannot be made or will not be made, 
put it that way, by private banking institutions and yet, are entirely, 
absolutely credit worthy. 

I think if any of you gentlemen could or would come down some- 
time to my office or Mr. ‘Harber’s office, and we showed you some of 
those applications and some of the loans we have made, that you 
would agree 100 percent that that gap does exist and that the credit 
application i is worthy. 

Now just to cite a specific example, about a month ago here, may- 
be a little bit more, there was a bit of a midwestern city which had an 
airbase located there. They needed a loan for housing purposes to 
build a housing project. The banker, the president of a leading bank 
in that town and chairman of the advisory committee, came right 
down with the delegation, also a Senator came in and sat with him, 
the manager of the agency; there were several people involved and 
they said, “Gentlemen, we implore you to make this loan. It is essen- 
tial for the welfare of this air base that this loan be made.” The 
loan was $250,000. The bank had a loan limit of probably four or 
five times that amount. The banker said, “We just implore you to 
make this loan.” We started going over it a little bit and asked, “Is 
the loan good?” He said, “Absolutely, the loan is good. I would not 
dare to walk in this building again if something happens to this 
loan. I pledge my faith that this loan is good.” 

In this case, Mr. Harber and I agreed. with him and the loan was 
mace, 

The obvious question is, “Why was not the loan made by the bank ?” 

The answer was that “We do not make that kind of loan.” 

The Cuarrman. Was that a long-term loan ? 

Mr. Coscrirr. Yes. It would take 4 or 5 years to pay that. We 
could castigate him as a bank official for not helping his community 
but that is not going to help the fellows in the Army who had to have 
a place to live. 

Senator Benton. Could you tell us a little bit about the banking 
business over the last 19 years which has resulted in this situation 
where 600,000 loans, with a loss of 1 percent, gravitate to the Recon- 
struction Finance Corporation when the Reconstruction Finance Cor- 
poration under the law cannot make the loan if the bank will take it? 

You are the president of your own bank ? 

Mr. Coscrirr. Yes, I have been president of probably 12 or 15 dif- 
ferent banks in my life. 

Senator Benton. I will say to the chairman that the last time I 
talked to Mr. Cosgriff privately, going back to his rueful reference 
of October 12, he told me if he did not own the bank, he could not 
get his job back after what happened in Washington. 

Mr. Harpver. He would not be entitled to it for a man who did not 
have any better judgment than he had. 

Mr. Coserirr. The banking business quite a while ago, for example, 
1924 and 1925, operated on this proposition. The profits were quite 
searce. As Senator Smathers pointed out, generally speaking, you had 
to pay interest on them at varying rates. There were very, very few 
Government bonds in terms as we know them today. The FHA and 
the GI loans and Government guaranteed loans were not in existence. 
At that time bankers had to make their living by loaning money. 
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There was substantially no other way they could. You might rent a 
safety deposit box once in a while or charge somebody a little ex- 
change, but basically your interest came from loans, and our loans, of 
course, at that time not being Government guaranteed, were risk loans. 

At that time the banker fived under a very clear and definite ulti- 
matum which was, “You will have to make risk loans or you will 
starve, there will be no other income by which you can live.” So he 
did make such loans. 

Of course that resulted in a number of bank failures, and so on, but 
it also resulted in credit being available for anyone who had any 
claim to it. 

Now then of course, that culminated in the panic and the beginning 
of the Reconstruction Finance Corporation. 

Now shortly after the worst stages of the panic were over and in- 
flation started and grew to such proportions, World War II began to 
develop. You had the deposits of all banks increasing a great deal. 
The figure on that is about 453 percent. In other words, as against 
1933, the average bank today averages 414 times larger depositwise 
than it was then. 

Now expenses increased but nothing to that extent. They possibly 
may have doubled. But the increase in expenses did not in any way 
parallel the gain in deposits. 

Now at the same time the deposits increased, the Government bonds 
also increased. I certainly do not have to labor that point. And it 
was entirely possible for the banker to offset one against the other, 
the inflated deposits over there, the interest-bearing bonds over here, 
put the two together, and as long as he could clip coupons he was a 
great banker. 

Now then about the same time of course the FHA came in and that 
guaranteed a lot more things. Then he did not have to clip the cou- 
pons. But the risk was taken out of it. He would get his check. If 
the borrower did not pay, the Government would. It substantially 
drained the risk out of banking if you wanted to run the bank in that 
way. 

It did provide a certain static type of safety for the depositors very 
much the same as your European and Canadian banking systems have 
always functioned, but it also tended to drain out that element that 
Senator Smathers spoke about, that old risk-taking stimulus to new 
and small business, to somebody with a good idea Wie was honest and 
hard working, but did not have a great deal of collateral or a great 
deal of prestige or something like that. 

You made him the loan in the old days, feeling that he would make 
good. Now you have a sure thing to invest in instead of that. 

So in my opinion the fundamental essence of the banking business 
changed during that time. That was when the man who once could 
have gotten his loan from a bank now had to turn to the Reconstruc- 
tion Finance Corporation. 

Senator Benton. Do you want to comment on the phrase “socialized 
banking” because in line with the comments this morning, I again sug- 
gest it sounds to me as though the private banking system has today 
met more of the characteristics that we would believe in the free- 
enterprise system of the United States are identified with socialism 
than does the Reconstruction Finance Corporation which is taking 
these risk loans if the banks will not accept them. 
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Mr. Cosertrr. I think that would be true. Of course the term 
“socialized banking” is subject to a number of varying definitions. 

But in my opinion one that I would use is that banking may, to a 

large extent, be socialized already because they are in effect making 
a living off the public debt. If you deprive the average banker of his 
income from Government bonds, you would not have 10 percent of 
them who would be making a nickel net profit. 
' Senator Benton. That is a point and I am glad you have further 
qualified it. Now the interest on Government bonds is going to go 
up, so there’is greater incentive to the banker to put his money in 
Government bonds and clip coupons as you put it. If anything, there 
is the greater need for the service that the Reconstruction Finance 
Corporation under its basic legislation is supposed to perform. Would 
that be a fair conclusion ¢ 

Mr. Coserirr. I would say that would be so. 

Now to get away from socialized banking, if the gentlemen could 
legislate the debt out of existence some way and put the banker in a 
position where he was compelled to conduct a lending business, all 
this stuff would disappear of its own weight, and I am sure that Mr. 
Harber would join me in jumping up and demanding the abolition of 
the Reconstruction Finance Corporation right now and all other types 
of Government lending agencies. But unfortunately there is no pos- 
sibility of that happening. j 

Senator Benron. I think that clears the air a great deal. Iam glad 
you brought that point up. 

Mr. Chairman, I think Mr. Cosgriff and Mr. Harber, who came in 
belatedly in October and who have gone through this trying period, 
are to be congratulated on their loyalty to this organization in an 
effort to get it better set up in the public interest, staying here and 
taking the abuse they have taken. 

They have shown the qualities characteristic of the kind of public 
servants that we know do exist, that can be procured, often have been 
procured in the past and will be procured again. I want to extend 
my personal congratulations to them both. 

The CHatrMan. I have been intrigued by some of your comments. 
I am particularly interested in knowing now if you feel that bankers 
could be far more liberal in making loans to individuals, and I am 
thinking of myself. 

Mr. Coserirr. I definitely feel that way. 

The CuHatrMan. Where is your bank ? 

Mr. Coserrrr. My bank is in Salt Lake City, Utah. 

I might put it this way: There are a few banks in the United 
States shiek are still lending money according to the old method, are 
taking risks, and have built up a very fine business. 

Now a name has been brought up before, so I do not think it will 
hurt to bring it up again. We will talk about Walter Bimson, .in 
Arizona. They have Arizona and New Mexico side by side. They 
have approximately the same land area; they have approximately the 
same climate; they have approximately the same natural resources 
and the same everything. 

Now Arizona is growing terrifically. Anybody who has been there 
knows that. It has sprung up enormously, whereas the other State 
has not. I suppose I will not be popular with Senators from New 
Mexico. ° 
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Senator Nixon. There is no Senator from New Mexico on this 
committee. 

Mr. Coscrirr. The other State has not matched this growth. It 
might be that the Valley National Bank which Mr. Bimson took over 
mig which was developed from $6,000,000 or $7,000,000 worth of as- 
sets to some hundreds of millions of dollars’ worth of assets might be 
the spot—for my part I definitely believe it is—for the growth of 
Arizona. 

There are still some banks which are working hard at this business 
of lending money. And at the Reconstruction Finance Corporation 
you can almost detect that. In some areas there will be enormous 
demand for RFC loans whereas in other cases it will be practically 
nonexistent. You can spot that situation almost exactly from sitting 
in our office. 

Senator Benton. Is the Bank of America such a bank? 

Mr. Coscrirr. Yes, 1 would say the Bank of America is a leading 
exponent of that type of banking . 

Senator Benton. Do you confirm the fact, as I was told last week, 
that the Bank of America is the only bank stock in the United States 
selling above net asset value ? 

Mr. Cosertrr. Of the large banks, that would be so; yes. 

Now there are a number of cases of smaller banks in States where 
that would be so, but with the banks of the type that would be listed 
on the New York Stock Exchange, your statement would be correct. 

The Cuatrman. I spoke somewhat in a facetious vein a few moments 
ago. Seriously I had in mind to develop this thought, whether it 
was actually the thought of the bank generally that. they were not 
more liberal today or whether it was due primarily to the restrictions 
that have been imposed upon them by law. 

Now, the Federal Deposit Insurance Corporation was created and 
has had remarkable experience; it has made money off a very small 
oremium that is charged the banks, I think. But at the same time 
bani and bankers have not been as free as they were prior to the 
setting up of the FDIC to make loans. They have been required 
to keep a certain amount of Government bonds and they are limited 
as to the amount they can loan, based on their capital stock and surplus 
and other things. 

I think they are also limited and restricted by regulations against 
making loans beyond a period of 1 year. In other words, they can- 
not make long-term loans. 

Now do those things have something to do with the situation ? 

Mr. Cosertrr. That would be very true. No, in actual practice, I do 
not think that the legislation—that is, the law part of it—is any 
obstacle that could not be overcome. In other wor ds, the law is not 
very strict in loaning policies. Now you are required to keep your 
reserve with the Federal Reserve if you are a member. But after 
all, there would be nothing in that that would not entitle you to do a 

very liberal job based on today’s standards for the community. 

The law in the situation is all right. There is no law, so far as I 
know, that would compel you as such to own even one Government 
bond if you did not want to. 

The question more or less reduces itself to one of personalities be- 


tween the bankers and the bank examiners. Now the bank examiners, 


as all people, tend to become shortsighted. They are concerned with 
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that static type of safety for the bank depositors. Of course, we are 
interested in safety for the bank depositors, but not at the expense 
of the community, 

For example, if an elderly woman has two or three thousand dollars 
in the bank, it will not do too much good to keep that safe if by doing 
so we deprive her two sons of their jobs, their businesses, something 
like that. ‘The bank examiners are prone to consider only one side 
of the picture. And they fall into the error of deciding that that 
bank is the best bank which takes the least risk even though by not 

taking the risk they injure the community. 

Of course, any bank examiner would much rather, from a selfish 
standpoint, examine a bank that has nothing but Government bonds 
because then if he counts them and they are all there, he knows that 
is a good bank. But if the banker presents him with a long list of 
very unusual looking loans, and he has to go all through them and 
examine those loans and stay there late at night, why, the human tend- 
ency is to put pressure on the bank and not to make them. 

The Cnuatrman. That pressure is in its essence government pres- 
sure? 

Mr. Coserirr. Yes; that would be so. 

But you see it is a clash really of personalities. It is taking the line 
of least resistance, that.is what it amounts to. 

The CiairMan,. Senator Nixon? 

Senator Nrxon. Let me ask one question in regard to the small- 
business loans made by the Reconstruction Finance Corporation. Is 
it your opinion that the Reconstruction Finance Corporation should 
primarily have as its function the making of loans to small business 
where those loans are affecting the public interest and where they can- 
not be financed by regular banks? 

Mr. Coscrirr. My open sympathy is with the small-business man, 
there is no question about that. As Senator Benton knows, my bat- 
tling for those small-business loans is probably the reason that I find 
myself in this unfortunate position because I came down here and 
fought for a bill to help make them. So all my sympathy is for 
small-business loans. 

Generally speaking, I would say the statement would be true. 

But I also think we should not lose sight of this picture, that in 
debating about the small-business loans we have to consider the size, 
the nature of the industry in which the business is located. 

Now take a very common example, the Lone Star Steel—to which 
we made a large loan in money terms of $50,000,000—would be a 
pigmy alongside United States Steel or Bethlehem Steel or some thing 
like that in its own field. It is as much small business as maybe the 
corner grocery store. Kaiser-Frazer certainly would be a pigmy 
against General Motors or C hrysler. 

“So that without trying to defend either of those loans as such, 
“small business” is a term that must be considered relatively, keeping 
in mind the size of the industry in which the business is involved. 

Now with that comment I would agree 100 percent with your 
statement. 

Senator Nixon. At the present time, as far as the outstanding vol- 
ume of RFC loans is concerned, would you know what approximately 


































64 REORGANIZATION PLAN NO. i OF 1951 


is the petcentage, speaking dollarwise. of loans to businesses, between 
loans of $100,000 or less, compared with those of over $100,000? 

Mr. Coserirr. I could not-tell you that but I think Mr. Jostes or 
Mr. Merritt could tell you that. 

Senator Nixon. The reason I asked the question is that I know 
the statement has been made, not by any official sources from RFC, 
but the statement has been made that at the present timie more than 
half of the outstanding volume of loans moneywise is in nine 
corporations. 

Mr. Coserirr. I think moneywise that would be absolutely true; 
yes, sir. 

Senator Nrxon. In other words, there are nine corporations that 
have half the money out ? 

Mr. Coscrirr. Yes. The Lone Star Steel loan of $50 million would 
take care of an awful lot of small businesses. I think moneywise 
you are absolutely right. 

Senator Nrxon. Do you defend that position or do you think, as 
Senator Smathers suggested this morning, that more emphasis should 
be placed upon small-business loans and less upon big-business loans ? 

Mr. Coscrirr. I think as a generalization the emphasis should be 
always on the small-business loans. 

Now for one question, the one proposition with Senator Smathers 
would that I would hope it would not absolutely shut down on some- 
thing that, although large dollarwise, might be in effect small business 
in its own field. Certainly, administratively and every other way, 
my idea would be to emphasize the small business in dollar amount 
because I think that is the backbone of the country; there is no ques- 
tion about that. 

Senator Nrxon. Mr. Chairman, speaking for myself, I would just 
suggest from their performance here today that had the Reconstruc- 
tion Finance Corporation had such directors as the two witnesses who 
have appeared this afternoon, it is very possible that Mrs. Young 
would not have received that fur coat. 

Senator Benton. I think it is almost certain, Mr. Chairman. I 
suggested to Mr. Cosgriff that he go buy the fur coat and give it to his 
wife as a memento of what has happened to him in Washington. 

Mr. Coscrirr. We were having a talk about that. We were getting 
along fine until I suggested that Senator Benton was the one who 
should make the approach. 

The CuarmrmMan. Some reference has been made to these loans per- 
centagewise with reference to the number under $100,000 and to those 
above. I would like to have you submit for the record, if you will, 
the percentage and number and also the percentage in volume, in 
amount. 

Mr. Coserirr. Is that outstanding loans? 

The CuArrman. Of the loans that have been made by the Recon- 
struction Finance Corporation from its inception. 

Mr. Cosertrr. We will get that for you, sir. 

The Cuarmman. If you have any outstanding, I would like to have 
that. I would like to have it on the outstanding loans at present. 

Senator Benron. Was it Senator Smathers who said over 90 per- 
cent was under $100,000 ? 

Mr. Coserirr. Those are official figures. 

Mr. Harper. Over 50 percent of the loans are under $25,000. 
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The Cuamman. Give us that information so that we will have a 
clear picture. 

(The information referred to, subsequently submitted by Mr. Har- 
ber, appears at the conclusion of Mr. Cosgriff’s statement. ) 

The Cuarrman. Senator Schoeppel ? 

Senator Scuorrren, I have enjoyed listening to your testimony. I 
think it has been most constructive, as has the testimony of your fel- 
low worker, Mr. Harber. I am interested in your comment about 
the bankers who are willing to take the risk, especially in what you had 
to say about the legal restrictions not being such that they would 
preclude some other bankers doing exactly what some of them have 
done. 

For instance, the Valley Bank out in Phoenix and the Bank of 
America. It is to me rather peculiar that those two institutions at the 
present time are under somewhat rigorous Government scrutiny and 
are being hailed into court about some of these activities of theirs 
which have proven very successful. I do not ask you to comment on 
that. I know you might not want to, but in passing I could not help 
but refer to that. 

Mr. Coserirr. I think I made that clear, there is always that clash 
between the question of the static safety to the depositor and the 
question of welfare to the community. 

Senator Scuorpren. I am glad you made those distinctions and 
brought out a lot of things this afternoon which have cleared many 
of these misconceptions that have been bandied around. 

Now, going back to the Reconstruction Finance Corporation situa- 
tion as we principally find it and the present reorganization plan 
now before us, assuming that it is reorganized and this plan appoved, 
I would be interested if. you could, for the record, give this committee 
a history of some of the things that have been ch: nged since you came 
into the Reconstruction Finance Cor poration. There are obviously 
some things that should be brought out and I would like to have it in 
the record. 

In all fairness to the situation, I think we should know that. 

Mr. Coserirr. We have accomplished these things, among others, 
since we have been here. 

First, passage of a resolution requiring all borrowers to agree not 
to employ RFC personnel for a period of 2 years after such personnel 
have terminated their employment with RFC. 

The fact that this was not done formerly is a source of much of 
the current trouble and embarrassment with which the RFC now finds 
itself confronted. 

Now, in essence that situation means that a company puts in its 
application fora loan. The loan is processed; after a while the loan is 
made. Immediately, three or four examiners or supervisors or review 
committee or what not quit the RFC and take jobs with the borrower 
at double or triple the salary they were getting with the Reconstruc- 
tion Finance Corporation. 

Now, that immediately puts a stigma, of course, on the whole pic- 
ture. Whether it is true or not; there is alw ays the implication there 
that maybe there was some kind of under standing that if the loan 
went through the job would be forthcoming. 

Now, that is not to say in any specific instance that that has hap- 
pened. But I think vou can appreciate the situation. It is better not 
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to have it; there is no question about that. We have done everything 
we could, but I am sure Mr. Harber and I and every member of the 
Board would back to the limit every bit of legislation you might put 
in to implement that. 

Second, the reorganization and sayings in administrative expenses 
of the RFC which have resulted in an actual savings to the Corpora- 
tion of around $5 million without in any way impairing the efficiency 
of its operation. 

Senator Benton. Annually ? 

Mr. CoscrirF. Yes. That is about a 25 percent budgetary cut. So, 
when you hear some of these demands that nondefense spending be 
reduced 25 percent, why, think of one little old weatherbeaten, bat- 
tered, abused agency that has actually cut its budget 25 percent. 

The Cuatrman. Did the transfer of Fannie May contribute to that? 

Mr. Coscrirr. No. This was the situation as it existed long after 
Fannie May was transferred. Over the time since Mr. Harber and 
I have been here and months after Fannie May was gone, we have 
cut a thousand people off the budget and reduced personnel from 
3,600 to 2,600. That had nothing to do with Fannie May. 

The Cuarrman. I wanted to clarify that so that the Congress would 
not think that was how the savings resulted. 

Mr. Coserirr. Third. Resolution passed by the Board of Directors 
to the effect that three positive votes are required before any loan of a 
million dollars or over can be made by the Corporation or rejected by 
the Corporation. 

It will be recalled that lack of such an understanding among the 
Directors resulted in the Tex-Mass loan being approved by actually 
what was a minority vote of the entire Board of Directors. That 
Tex-Mass loan was voted as follows: one Director was not there, had 
left the meeting. Another Director disqualified himself. A third 
voted against it and two voted for it. So that actually that terrible 
loan which has caused us so much embarrassment and everything 
else was made by only two positive votes. 

That could not happen today. You would have to have three posi- 
tive votes. If only four of you were there, it would have to be 3 to 1. 
If only three of you were there, it would have to be done unanimously, 
So we have remedied that proposition. 

Fourth. Then we have increased RFC’s income by raising interest 
rates from 4 percent to 5 percent and adoption of policy whereby 
application fees, commitment fees, and participation charges were 
put into effect. 

Within 2 or 3 days after we took office in October, our Controller, 
Mr. Considine, since resigned, advised that by June 30, 1951, RFC 
would be operating on a basis of an $8,000,000 or $9,000,00 deficit, 
but prompt action of the Board in reducing expenses and increasing 
income would seem. to have prevented this unhappy prediction from 
materializing. 

Fifth. The decision by the Board early last December to increase 
the price of synthetic rubber to a point where the compression would 
be at least breaking even on this. 

This action was of course unpopular with the rubber concerns, but 
it averted a situation where the Government would be subsidizing the 
operations. 
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Sixth. A recent requirement by the Board of Directors that all 
attorneys, representatives of applicants, borrowers, or others repre- 
senting themselves to RFC’s Washington office for the purpose of 
discussing matters relating to applications, loans, liquidations, liqui- 
dations of property, synthetic rubber, or tin, furnish or exhibit written 
advice from the applicant, borrower, or others that they are duly 
authorized representatives, and to be registered in the office of the 
Chairman. 

Now, of course, it would be awfully hard in my opinion to tell a 
man that he could not employ an attorney, because the right to employ 
an attorney is almost basic in the American system; but at least you 
know in the past the trouble that has caused. We have minimized 
that by compelling it all to be out in the open; that anybody represent- 
ing anybody is registered so that we have some way of knowing who 
they are and checking up a little bit. 

I, think you can readily agree that, if that had always been fol- 
lowed, it would have prevented a great deal of trouble that we 
have had. 

Senator Benton. Has this material received any publicity ? 

Mr. Coserirr. No; we cannot get any. 

Senator Benton. This is what you read without contradiction ? 

Mr. Coscrirr. I read this paper without contradiction. And I say 
for one reason or another it did not merit any mention in the papers 
at all. 

The Cuatrman. I suggest that the press take note. 

Senator Scuorrret. | shall be very frank with you, sir. I did not 
know all of these things had been done. I want to commend you. I 
think it is most worthy to have it in this record. 

Senator Benton. I join in that comment. 

Senator Scuorpren. I think it is most worthy to have it in the record 
as a historical background since you gentlemen have been on this 
board. 

It proves something else: That, if this reorganization plan is ap- 
proved, here is some tangible evidence of what should have been put 
into force and into effect and certainly can be a yardstick to insure 
pretty definitely the cessation of some of these unfortunate situations 
that heretofore existed because of its not being in some kind of en- 
forcible form before your department. 

Mr. Harser. That is what I was trying to say awhile ago, and I 
was saying it all goes back to the individual who operates the agency, 
Board, or Administrator. If they have the experience and the courage 
and the stamina, a single Administrator can do it; a Board can 
do it. It depends on the individuals. 

Senator Scuorpret. There is still no substitute for character ? 

Mr. Harper. That is correct; and ability. 

Mr. Coserirr. I might say that Mr. Harber primarily, and with 
what help I have been able to give him, has been able to put these 
reforms into effect and enforce them, but we both confess our com- 
plete inability to get them before the public. 

Now, I think on that we are rank amateurs. We tried all the 
obvious things. We had a big lunch for the newspapermen and served 
them drinks and everything else, but nothing happened. Then we 
decided that was too obvious; so, we had another little lunch for them 
up in our own building and talked to them man to man. That pro- 
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duced nothing. Finally, we hired a publicity man. That imme- 
diately backfired, and we still got nowhere. 

So, we sit here and confess our complete inability to get this out. 
That is what we are thinking; that maybe a new man, maybe a new 
administrator, would have some success where we have failed. 

The Cuamrman. May I suggest to you at this time that, if there 
are others that you would like to go in the record, you may submit 
them. If we do not have time to cover all of them this afternoon, I 
shall be glad and the committee will be glad to have you submit a 
memorandum for the record as part of your testimony. 

Mr. Harper. We shall be glad to do that. 

The Cuarrman. Submit a memorandum of the things you have ac- 
comp plished. I think it should be in the record. _ 

(See letter and statement, subsequently submitted by Mr. Harber, 
at spate of Mr. Cosgriff’s statement. ) 

Senator Scuorpren. I think it is very commendable, Mr. Chairman. 
The course of conduct from a certain date on ought to be in the record, 
and it certainly is valuable. 

Now, let me ask you one other question that has been disturbing 
me a little. On these small loans that originate out in the field and 
where the individuals come in here because the bank s says “We cannot 
extend the credit; you will have to go down to RFC,” is it somewhat 
of an innovation when a banker from your home area walks in, like 
the banker about which you testified ? 

Mr. Coserirr. Here is another situation. We have some 30 offices 
in the United States. Now, in each office there is an advisory board. 
On the advisory board there are one or more, usually several of the 
leading bankers in the community. Those advisory boards take up 
these loans and recommend them to us. 

Now, then, if these bankers on the advisory board are recommending 
to us, the United States Government, that we make unsound loans, 
their attitude is reprehensible, to say the least. If they are recom- 
mending that we make sound loans, then they are in effect saying, 
“Gentlemen, we admit this loan is good, but we are not going to make 
it; so you go ahead and make it.” 

Senator Scuorpren. Now, that is interesting. Right in line with 
that, I imagine you encourage wherever you can a loan that is par- 
ticipated in “by a bank? 

Mr. Coserirr. Every time. 

Senator Scnorrret. What percentage of risk does that local bank 
take? 

Mr. Cosertrr. Percentagewise, as low as 10 percent up to about 
50 or 60 percent. 

Now, the way that works is this: I can best illustrate it by an ex- 
ample. We would like to get a 20 percent or 25 percent participation, 
although I think it is a fair statement that most of our loans are not 
participations; most we have outright. In this particular case I am 
going to illustrate, there is a substantial iron company up in Michigan. 
Although the company is large, the town is rather small and it does 
its business with a local bank. The statement and credit standing 
of that company were above reproach, and if any of you gentlemen 
ever come down to my office, I will show you which one it is, and [ 
think you will agree with me. 
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The local bank said, “Yes; they are good and we will go up to our 
legal limit.” We worked around and found out what the limit was, 
and it was only 10 percent. We said, “We would like to have 20 or 
25 percent.” So, the local bank approached a bank in New York, a 
bank which could have made it all for that matter. The bank in 
New York said, “Here, what is that to us; we cannot be bothered.” 

Finally they did agree to take 5 or 10 percent, but only under very 
restrictive conditions that they get all the first payments, a situation 
that would put the RFC at a disadvantage. 

Now the little local bank then could not go to its big brother, as it 
were, in the city. The big brother simply was not interested. So, they 
came to the Reconstruction Finance Corporation. They said, “You in 
effect act as our correspondent,” and we did. We participated with 
them even if it was only 10 percent. If it had come out the other way 
and we had worked it up to 25 percent or 30 percent, that would have 
been better. 

So, on that we are pretty fluid. On most of our loans there is no 
participation. On the ones that there is, it might run all the way from 
10 percent to as high as 50 percent. 

Senator Scnorpre.. What part of the risk now do those banks that 
participate up to 25 percent assume ? 

Mr. Coserirr. Twenty-five percent of the risk. It is all on a share- 
and-share alike basis percentagewise. 

Mr. Harper. If they take a $10,000 participation, there is a 10- 
percent loss; they lose $1,000. 

Senator Scnorrre.. Who services that loan ? 

Mr. CoserirF. In most cases the local bank. There are some in- 
stances where we agree to service them. 

Senator Scuorppret. I want to see to what extent they render the 
service for the percentage that they get on these loans ? 

Mr. Coserirr. That varies from the very good to the very bad. 
There are some whose services have been deplorable and who have in- 
volved us in losses. There have been others who have been on the ball 
every minute and earned every cent of their fee. That is as broad as 
the banking business itself. 

The Cuarrman. Senator Dworshak. 

Senator Dworsnak. Mr. Cosgriff, the press recently quoted you as 
saying you thought all the five Directors now serving the Reconstruc- 
tion Finance Corporation should be disqualified if this plan became 
éffective and none of them should be permitted to serve as Adminis- 
trator. It also pointed out that you probably would be in the best 
position to get such an appointment. You said that you would not be 
available. Did you say that? 

Mr. Cosortrr. I do not think you understood correctly that I would 
not be available. What I am trying to get over is that I am so involved 
in the public mind with the present Board, which has lost public con- 
fidence, that in my opinion I would not be the best qualified man to 
accept it. Now, that is what I have been trying to say. 

Senator Dworsuaxk. Yet, I read someplace also that you commented 
on the fact that, being a Republican, you probably would not receive 
the appointment? 

Mr. Cosertrr. T said that in response to Senator Capehart’s ques- 
tion. The question was: “Have you been approached about being 
the single Administrator?” 
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My answer was, “No; and I think it very unlikely that I would be 
so approached to be a single Administrator because I am a Republican, 
a member of the minority party.” 

Senator Dworsuax. You think then if this plan. were to prevail 
that the Administrator would naturally be a Democrat? 

Mr. Coserirr. I presume so. I think any of you Senators would 
have as good an opinion on that as I would. 

Senator Dworsuax. Then the five members of the policy board 
would also be Democrats, would they not ? 

Mr. Cosertrr. I think they would. However, the Chairman of the 
Federal Reserve Board, recently resigned, was a Republican. So they 
do occasionally appoint a Republican but I imagine that the mathe- 
matical chance of that would not be too great. 

Senator Dworsnak. In other words then, whereas the RFC Board 
has been bipartisan in the past, under the proposed plan it would be 
strictly representative of the majority party ? 

Mr. Cosertrr. That would certainly be a possibility. 

Now I would say this, as long as we are on the question of politics. 
I can truthfully say between Mr. Harber and myself, there have been 
no politics down at the RFC. I can say, as I said under oath yes- 
terday, but I will say again now, never once in my presence has there 
been any reference to whether a man was a Democrat or a Repub- 
lican when he applied for a loan and never once has there been any 
statement as to whether a man should be hired or promoted because 
he was a Democrat or a Republican. I can truthfully say that in 
our operation politics have been out of it. 

Senator Dworsuak. That has been only since October? 

Mr. Coserirr. Yes. 

Senator Dworsnak. All this difficulty occurred before that? 

Mr. Coserirr. There was a particularly bad situation in this thing 
in the Dallas agency that was terribly involved in politics. The 
present Board got disgusted with it and fired both of the men who 
were involved. 

Of course, the loaning of money primarily is not a political thing. 
As bankers, I think Mr. Harber and I would divorce ourselves as 
far from that as possible. When I loaned money as a private banker, 
I never wanted to know what the man on the other side of the table 
was politically. 

Senator DworsHaxk. I am not questioning whether partisan politics 
have much to do with making these loans, but would it not be true 
that under this plan the possibilities would be for the elimination 
of representation by the minority party ? 

Mr. Cosertrr. That would be true. 

Senator DworsHaxk. That would not be a good feature, would it? 

Mr. Coserirr. The way we operate, it would not make any differ- 
ence. 

Senator Dworsnak. But you are not going to be here. You say you 
are going to be out of the picture, you would not be the Administrator, 
and the Board of Directors would be eliminated. You would not be 
here to safeguard the interest of the minority party. 

Mr. Coscrrrr. That is true. 

Senator Dworsuak. I was amused a little while ago. You say 
October 12 was a memorable day for you. I recall that is the anni- 
versary of the day that Columbus discovered America. So I think you 





REORGANIZATION PLAN NO. 1 OF 1951 71 


should take pride in the fact that on that day you discovered the realm 
of political manipulation ; that will be worth a lot to you in the future 
as a private banker. 

Under the set-up that has been referred to in this hearing, recog- 
nizing that political pressure and influence have played a large part in 
creating the bad situation now confronting the Reconstruction 
Finance Corporation, do you think that even with a single Adminis- 
trator it would be possible to eliminate political pressure and manipu- 
lation so that the Reconstruction Finance Corporation could function 
as a banking agency and render real service ? 

Mr. Coserirr. Senator, as long as human nature is what it is, there 
are going to be politics. Now the question is whether the man or the 
board involved will be able, because of inherent toughness, honesty, 
integrity, and capability, to stand up and resist that, or whether they 
will not. If you have a good man, he will resist. If you have a bad 
one, he will not resist. 

Senator Dworsuak. That clarifies the questions I asked Mr. Harber 
a little while ago when I pointed out the proposed plan really deals 
with the mechanics and procedures of RFC wherein in reality the real 
problem involved deals with the personal equation, personal factor, 
with politics in the background. Actually there is no real assurance 
under this plan with a single Administrator that we will have any more 
efficient operation or administration of the Reconstruction Finance 
Corporation than we have had prior to the advent of this board which 
now presumably is doing a pretty good job; is that true? 

Mr. Coscrirr. That would be true except that I think this assump- 
tion would be that you would at least have these cabinet officers, 
whichever party they were representing at any given time, supposedly 
very high type eateries to kind of keep a look-see over the 
organization. 

Senator DworsHak. They would be functioning through some sub- 
ordinates, of course. They would not have time to participate in the 
affairs of the Reconstruction Finance Corporation. 

Mr. Coserirr. That is true; they would have certain responsibilities 
but they would have to function through their subordinates. 

Senator Dworsuak. Reference was made to the fact that morale is 
at a low ebb, and there have been many resignations. Can you tell us 
about how many there have been? I do not want you to give us any 
names or to be too specific. How many resignations have you had in 
the past month or two? 

Mr. Coserirr. I quoted to the papers, and I will stand on that, that 
we have or are about to have about a dozen designations of reasonably 
high level people. 

fr, Harper. I would like to add, Senator, that here is a man who 
is an exceptionally good man and maybe I should not say this but he 
told me yesterday that he expected to resign before too long. _He said 
he would stay in until this thing was settled. 

Should I tell that, Mr. Jostes? 

Senator DworsHak. Mr. Cosgriff. do I understand you to say that 
you have eliminated almost 1,000 persons from the Reconstruction 
Finance Corporation ? 

Mr. Coserirr. Yes; since the 1st of November, maybe the 15th. 
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Senator Dworsuak. Since that time has the Reconstruction Finance 
Corporation been conducting about the same volume of business as it 
did prior to that time? 

Mr. Coserrrr. It has fallen off noticeably within the last month or 
two. I would say if we were not going to have any more business than 
we have had the last month or two, we could take it down several more 
notches. What I am afraid of it that, once this is over, the business 
will come back. 

One of our directors made the statement that he thought the people 
were avoiding the place for fear they might wake up the next morning, 
look in the paper and see their name in headlines, but for the time we 
were operating, I would say we were doing about the same amount of 
business. 

Senator Dworsuax. You have eliminated almost 1,000 employees 
of the 3,600? 

Mr. Coserirr. That is right. 

Senator DworsHak. And still functioned at the same level ? 

Mr. Coscrirr. About the same basis. And the way we have set it 
up now I think they could handle more business than we have had 
since October and it would not overburden them. 

There is still a lot more we can do. The paper work is deplorable. 
We ought to go over the applications and forms and prune out half 
of them on unnecessary work. But it takes a little time to bring these 
things about. 

There is one thing we did. We put in this rule that you had to pa 
a small application fee to file one. That had a tendency to bhock 
down a great number of so-called screwball applications that did not 
have any chance anyway. It is all part of the general plan. 

Senator DworsnaAk. Is it reasonable to assume that you found your 
labor conditions such in the Reconstruction Finance Corporation that 
the personnel were not functioning to the maximum efficiency ? 

Mr. Coserirr. I think that is right. No; the set-up was capable 
of much improvement when we came in. 

Senator Dworsuak. There were too many persons employed for 
the amount of work? 

Mr. Coscrirr. There were too many persons employed doing too 
little work. For example, one western agency had 38 people servicing 
$2,500,000 worth of loans. Now, as a private banker, I realize Govern- 
ment work takes a few more, because you have to always dot the i’s 
and cross the t’s, but I could run a bank of, say, $15 million with 38 
people. 

So the whole idea of having that many people for only such a small 
amount of loans is terrible. 

Now, we have not come to the end of that yet. There is a lot more 
that can be done, and whoever gets it can go over it again and suggest 
all kinds of improvements. But we figured that every day we were 
there we should have something to show for our efforts, so we started 
right in. 

Senator DworsHax. With that situation prevailing, it is apparent 
there was either inefficiency in it or incompetent personnel was em- 
ployed by the Reconstruction Finance Corporation. Which would be 
true? 

Mr. Coserirr. It was management and administrative, red tape, 
duplications. 
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Senator DworsHak. Politics? 

Mr. Cosertrr. Yes; all kinds of things. 

Senator Dworsuak. If we set up a one-man Administrator, would 
we automatically overcome all of these difficulties and set up a Recon- 
struction Finance Corporation that could function efficiently 

Mr. Coserirr. Absolutely not. 

Mr. Harser. It isa hard job. It is just a job of work. 

Senator Dworsuaxk. Mr. Chairman, that is all. I want to commend 
Mr. Cosgriff because I know of his far-flung banking connections in 
Utah and Idaho, and we esteem him highly out there. I think he has 
done a grand job here in the few months he has been a Director of the 
Reconstruction Finance Corporation. 

The Cuarrman. Senator Mundt, do you have any questions? 

Senator Munpr. I have just one or two questions dealing more or 
less with Mr. Cosgriff as a banker rather than as an RFC Director. 

Were you in the room this morning when Senator Smathers testi- 
fied ¢ 

Mr. Cosertrr. Yes; I heard Senator Smathers’ paper. 

Senator Munpr. I was quite impressed by his testimony concerning 
the fact that the banks of this country are failing to service small- 
business men. I want to ask you a couple of questions in that connec- 
tion because my primary connection with the banking business has 
been in having deposits in four South Dakota banks, four different 
times that went broke, so I lost my deposits. So I certainly have no 
proclivity for banks as such. But I am devoted to the American sys- 
tem of private enterprise. It is distressing to me to be advised by 
my colleague from the State of Florida at least that the banks of that 
State have ceased loaning money to legitimate private-enterprise 
projects, so that small-busimess men with legitimate requirements for 
credit have to come to the Government to get it. 

I am wondering whether you could make any suggestions as a 
banker as to what might be done so that the Government does not have 
to operate a bank for a legitimate private enterprise loan. 

Mr. Coserirr. Senator, before you came in I delivered what I 
thought was a pretty thorough statement of my own views on that 
subject which is in the record. Basically I am ready to go along 
with 98 percent of everything that Senator Smathers said and on the 
judgment of the chairman. I shall be glad now to go over and repeat 
the statements I made earlier, whatever the chairman may deem 
adequate or whatever you think I should do, Senator. 

Senator Munpr. It will not be necessary if it is in the record. I 
will read it. 

The Cuatrman,. I think you pretty well covered everything that 
Senator Mundt wants to bring out, but you might make a brief 
statement. 

Mr. Coserirr. The characteristic of the American banking system 
as we knew it in the past, that was the days when they failed and, 
as you say, you lost your money, there were bank failures, but also 
a great economy sprung up all over the United States based on the 
fact that a man with a good idea, although with little capital, could 
get a loan and could develop. 

Now, that was contrary to the European and Canadian banking 
systems. Those systems had a static safety for the depositors, but 
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there was no consequent development to the community. I think that 
would be evident, looking around. 

Now, then, as the banking business changed over the pendulum 
swung too far, in my opinion, in the other direction, and safety, which 
was a static safety, became the overriding situation. 

Also it was very easy to get your money from Government bonds, 
as Senator Smathers pointed out. 

Now, that changed the whole nature of the banking business but it 
also froze out, or had a tendency to freeze out, the little-business 
man because the banker had a perfectly good way of making his 
living without resorting to that kind of loan. So he simply chose a 
line of least resistance. 

Now, I am not in favor of wild banking going ahead. I know 
those days you are talking about only too well. Then it was very 
common for a bank to loan 90 percent of its deposits. I know a great 
many which by mechanisms involving the Federal Reserve bank 
loaned a great deal more than their deposits, loaned two or three 
times their deposits. I have in mind one with $100,000 in deposits 
and $300,000 in loans. 

Today your national average is that the banks have loaned about 
30 percent of their deposits. The banks that I consider outstanding, 
such banks as the Bank of Manhattan in New York, the Bank of 
America, Walter Bimson’s bank in Arizona, the Central Bank & 
Trust Co., in Denver, have gone up to about 50 percent of their 
deposits. , 

My belief is that is a happy medium. I think if you could get 
the banks to invest—I do not say invest it all—5 or 10 percent of their 
assets in the long-term intermediate type of credit obligations and 
move their lending policy up a few notches, that would cure this 
immediately. If that happened, I would be very happy, in company 
with the chairman here, to recommend that you abolish the Recon- 
struction Finance Corporation tomorrow. I would do that whole- 
heartedly. 

But from being a Director of the RFC and seeing loan applica- 
tions come in there and being out in the banking business myself 

for a considerable number of years in a great number of different 
communities, I have come to the conclusion that the loans are not 
available today to the extent they should be. 

Also, if the RFC had all this experience that we talk about, 
authorized some $20,000,000,000 worth of loans, made 600,000 of 
them, and still with all the scandal and with all the inefficiency and 
all the influence in politics that lost 1 percent, 114 percent, some- 
thing like that, made, if you please, on loans that the banks rejected, 
then that would certainly satisfy me that there were a lot of loans 
in the United States that were good loans that still were not being 
made by the banks. 

Senator Munpr. That is very interesting. I should like to pursue 
that a little bit further. When this change came about in the pro- 
cedures of the American banker, it is my impression that the passage 
of the FDIC was to protect the deposits and give protection to the 
depositor. 

Mr. Coscrirr. The FDIC is a wonderful institution. The FDIC 
has avoided terrible panics. The situation that closed a great many 
banks in the past was these disastrous runs. The bank might have 
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been perfectly solvent. A great many of them were. Many paid 
100 percent even after they were closed. But once the panic started, 
if the eople thought their money was unsafe, they all went and 
Seaniasedled it, and you had a run on the bank; the bank was not able 
to pay immediately, although given time, it could have paid. The 
FDIC stopped that by instilling i in the public an attitude of confidence. 

I have had this experience. There was a bank in a small town 
where I was, out in my part of the world, that had a terrible embezzle- 
ment. The townspeople knew about it. The embezzlement was so 
serious that it impaired the solvency of the bank. We were afraid 
a run would start. None did. I finally got so intr igued by it that 
1 even told a few people about it under cire ~umstances that in the past 
might have started a run. ‘They said, “There is nothing to worry 
about here. No good worrying. The FDIC is back of it. We know 
you people will fix it. Now just leave it there, it will be perfectly 
all right.” 

I came to the conclusion that you could not start a run, that it was 
impossible to do so. 

The FDIC has accomplished that purpose. It has taken that panic 
out of the situation. 

Now, then, as I explained before, there is nothing as such in the 
FDIC law or any other that would prevent the bank as such from 
loaning to small business. 

Senator Munpr. It should encourage the banks to loan to small 
business. 

Mr. Coserirr. Yes, but the examiners have this tendency. They 
go to the bank. Like anybody else they are human. It is easier to 
count the Government bonds. If they are all there, they know the 
bank is in good shape. If you hand them a big list of loans and 
they have to go into each one of them and wonder about them, they 
do not know the people, they become suspicious and wonder, human 
beings being what they are, the inclination is to encourage the banker 
to get out of that and get into something which is sure, which is 
Government bonds. 

It is not so much a question of legislation as it is a clash of per- 
sonalities. With the bank examiner making examination after exam- 
ination after examination and with the bank examiner constantly 
encouraging the bank to cut down on the risk, to get into this static 
condition, so his job will be easier, it is a very exceptional banker who 
will stand up to that pressure indefinitely. 

Senator Munpr. May I ask whether it has been your experience 
with bankers generally, with whom you have come in contact in the 
field, that the Federal Government should establish a loaning agency 
for small-business men which operates continuously in good times and 
in bad because of the failure of banks to do that properly ? 

Mr. Cosertrr. That is a question which is paradoxical. 

Now the American Bankers Association fought, is fighting, and will 
continue to fight against anything the Government might do in the 
banking field. 

Now, as an organization they are against the Reconstruction Finance 
Corporation. They fought like wild men and practically ostracized 
me for supporting what was known as the Bimson plan. They gave 
Mr. Harber a similiar treatment for a plan which he advanced several 
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years ago. Senator O’Mahoney introduced a bill somewhere along 
these general lines that we are discussing and it met a similar fate. 

Yet in all of these 31 offices that the RFC has we have what ig 
known as an advisory committee. On that advisory committee there 
will invariably be one or more of the leading bankers in the town. 
On most of them there are four or five and they meet and recommend 
those loans to the head office of the Reconstruction Finance Corpora- 
tion. It-is called the agency advisory committee. The bankers are 
on it. The bankers have to pass on these loans, on a recommendatory 
basis. 

Now, if the bankers are recommending to you, the Federal Govern- 
ment, unsound loans which will not be paid, their attitude is repre- 
hensible, to say the least. If they are recommending sounder loans, 
what they are saying in effect is, “Gentlemen, these loans are sound 
but we are not in any position to make them or at least are not going 
to make them, now you go ahead and make them.” 

If they were all against the RFC, 1 kind of wonder why they con- 
tinue to sit on these committees. 

Senator Munpr. I have just one final question. It is very illumi- 
nating and very helpful to me certainly. Do you feel that among the 
bankers who believe it is necessary in good times and in bad to 
maintain a continuous Government set-up of some kind to make loans 
to small-business men that they would feel it would be equally desir- 
able to have the Government in that business make the loans direct 
to the small-business man, cutting the banker out altogether, or do 
you think the bankers feel we should run them through the banks 
so that the banks can also profit from the transaction ¢ 

Mr. Cosertrr. I think, generally speaking, they would prefer, as 
all of us would, to approach this question through the Saran. I 
have worked for legislation on a guaranty of the loans very much 
as the FHA works. I think that is preferable. Of course, the Re- 
construction Finance Corporation fills in that gap. 

Now to me it would be like this. If you were out in the middle 
of the ocean and needed something and only had an inner tube, an 
inflated inner tube, to hang on, you would prefer to ride in a life- 
boat, but until the lifeboat came along you would not stick ‘a knife 
in the inner tube. 

Senator Munpr. Is it generally a profitable financial enterprise 
for the bank to participate in RFC loans? Does it give you a bigger 
return than you get from the Government bonds? 

Mr. Coserirr. It would be a little bit more but it basically would 
amount to the same thing. Really the reason bankers do it, if I might 
venture an opinion, is this: When somebody comes in for a long-term 
loan, the bank elects to get the byproducts of that business. They like 
to keep the man’s account. Maybe someday he will come into some 
real money and his business will be good and they would have it. 
They would like to tie up that business. But they also do not like 
to make the loan. So if they can get the Reconstruction Finance 
Corporation to make it and still have a string on it so that someday 
if they want all of the business, and in the meantime enjoy the account, 
why, that is what they would like to get. 

Senator DworsHax. Do bankers all believe in private enterprise, 
Mr. Cosgriff ? 


—-— 
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Senator Benron. I think it is a fair comment that much enterprise 
in this banking business is gone. Referring to your earlier comments, 
Mr. Cosgriff, have you or Mr. Harber had any sinister or untold polit- 
ical pressure put on you since October 12, and has anyone tried 
to influence you to make loans which you thought were not sound 
loans ¢ 

Mr. Coscrirr. None whatever. I testified to this other committee 
under oath and will do the same thing here, to say that if this thing 
went.on once, it does not go on now. No one from the White House, 
neither the staff, nor the President himself, nor any secretaries or 
anything like that have ever once called me and advised me to do or 
not to do anything. They have never talked to me about employing 
enybody. 

Senator Benton. Is it true of you, too, Mr. Harber? 

Mr. Harper. Yes, sir; that is true. 

Senator Benton. In other words, these things that have a bear- 
ing, growing out of all this testimony, are things prior to the appoint- 
ment of you two and as far as you have seen, have not been operating 
in the last 6 months while you have been Board members? 

Mr. Coserirr, That is my conclusion. 

Senator Benton. With regard to Mr. Mundt’s question, are the 
State bank examiners operating pretty much with the State banks as 
the National bank examiners are operating with the National banks? 

Mr. Coserirr. The tendency is in the same direction. But my own 
idea of having a number of both State and National banks is that the 
State banks tend to be more liberal for this reason, that they are all 
centered in the communities and they know the communities’ problems 
better than somebody that is sent out from Washington. 

They know the results that could take place in a community if credit 
were shut off suddenly, or something like that. The State bank ex- 
aminers are a little closer to the situation than the National bank 
examiners. 

But of course, then your Federal Reserve and FDIC come into the 

victure and make a joint examination and when all elements are mixed 
in the pudding, the flavor is usually about the same. 

Senator Ben'ron. But you think if the small-business man wanted 
to get a loan he would do just as well to do business with the State 
bank as with the National bank? 

Mr. Coserirr. If he was seeking credit, yes. 

The Cuarmman. Thank you very much, gentlemen, on behalf of the 
committee. We appreciate your presence here. 

Senator Munpr. Before we conclude the hearing I would like to 
hear from some representative of the American Bankers’ Associa- 
tion and see how they would answer the same set of questions I have 
been asking Mr. Cosgriff. 

Mr. Coserirr. I would be very happy to debate with them at any 
time. 

The Cuarrman. At this point, I should like to insert in the record 
letters received from Mr. W. E. Willett, member of the Board, and 
Mr. Walter L. Dunham, member of the Board, Reconstruction Finance 
Corporation. 


81512—51—_—-6 








78 REORGANIZATION PLAN’ NO. 1 OF 1951 


(The letters referred to follow: ) 


RECONSTRUCTION FINANCE CORPORATION, 


Washington, March 19, 1951. 
Hon. Jonnw L. McCLetran, 


Senate Office Building, Washington, D. C. 


Dear SENATOR MCCLELLAN: Thank you very much for your letter of March 16 
regarding the public hearings scheduled for Wednesday, March 21, in connection 
with Reorganization Plan No. 1 of 1951. 

T have heretofore stated at the hearings of the Banking and Currency Sub- 
committee that I think an Administrator, as provided for in Reorganization Plan 
No. 1 of 1951, or as provided for in the Fulbright bill, would produce the most 
desirable method of operating the RFC. 

Therefore, I do not desire to appear before your committee in connection with 
this matter. I do appreciate, however, your thoughtfulness in giving me an 
opportunity to do so. 

Yours sincerely, 


W. E. WIcetr. 





RECONSTRUCTION FINANCE CORPORATION, 


Washington, March 19, 1951. 
Hon. JonHn L. MCCLELLAN, 


United States Senate, Washington, D. C. 


Dear SENATOR MCCLELLAN: With appreciation I acknowledge receipt of your 
letter of March 16, in which you suggest that I might be given an opportunity to 
present my views on Reorganization Plan No. 1 of 1951. 

My personal desire is to avoid a public hearing. However, it may be proper to 
state to you that the present operation of the Reconstruction Finance Corpora- 
tion is ineffective. There is created within this organization an environment of 
insecurity to a great number of loyal and conscientious employees who have been 
with the Government for some time. 

In view of this situation, it would seem to me appropriate to allow Reorganiza- 
tion Plan No. 1 to become effective, pending perhaps other decisions as to the 
continuity of the RFC which could be more leisurely considered. 

Sincerely yours, , 
Watrer L. DUNHAM. 

The committee will recess until 10 o’clock tomorrow morning. 

(Thereupon, at 4:30 p. m., a recess was taken to reconvene at 10 
o'clock, Thursday, March 22, 1951.) 

(Subsequently, the following letter, and enclosures, was received 
from Mr. W. E. Harber, Reconstruction Finance Corporation, con- 
taining additional information requested by Chairman McClellan for 
insertion in the record :) 


RECONSTRUCTION FINANCE CORPORATION, 
Washington, March 23, 1951. 
Hon. JoHN McCLELLAN, 
Chairman, Committee on Expenditures in the Executive Dapartments, 
United States Senate, Washington, D. C. 

Dear SENATOR MCCLELLAN : In accordance with your request at the hearings last 
Wednesday, I am sending herewith a general statement concerning the past and 
present activities of RFC, together with certain financial facts and statistics. 

This material will supplement the statements made before your committee 
by Mr. Cosgriff and myself. 

Sincerely yours, 
W. E. HArBer, Chairman. 


GENERAL STATEMENT CONCERNING THE RFC FURNISHED AT THE REQUEST OF THE 
SENATE COMMITTEE ON EXPENDITURES IN THE EXECUTIVE DEPARTMENTS 


During the life of the corporation it has served important functions during 
the rather clearly defined periods discussed below. It is noteworthy that for 
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each of these purposes, the Congress might well have created a new agency; it 


chose, however, to assign the functions to the corporate vehicle already in 
existence. 

1. The depression period (1932-35).—The urgent need during this period was 
to bolster the banking and basic industrial structure of the Nation. Most of 
the loans made were for large amounts to railroads, banks, insurance companies, 
and other financial institutions; these, in turn, enabled the borrowers to remain 
in position to work out of their difficulties, and as a result, the economie structure 
of individual communities and of the entire Nation was strengthened. 

2. The economic recession (1938-39) —It was during this period of business 
recession that the Corporation’s authority to make direct loans to businesses 
was first exercised to any degree. While the volume of loans actually made was 
relatively small, the loans stimulated production and employment in a time of 
great need for such expansion. Similarly, during this period, the Corporation, 
through the RFC Mortgage Company and Federal National Mortgage Association, 
entered the field of providing a secondary market for home mortgages insured 
by the Federal Housing Administration. This type of investment was unfamiliar 
to private investors in its early stages; however, the record of subsequent sales 
of these same mortgages at substantial premiums bore out the soundness of the 
investments. 

3. The national defense and war period (1940-46) —The emergency period 
associated with World War II brought another shift in the emphasis of RFC 
activities. In addition to making loans to business enterprises for the expan- 
sion of defense and war production, the Corporation was also assigned many 
tasks in seemingly unrelated fields. Through its wartime subsidiaries, the RFC 
financed and directed the construction of many Government-owner production 
facilities, purchased and soid strategic commodities, handled subsidy payments 
in connection with the program of economic stabilization, and, after the war, 
began the disposal of surplus Government property. 

4. The postwar period (1947-50).—The concentration of economic power, 
which had attracted the attention of lawmakers and business statesmen for many 
years, was intensified during World War II. Then, following the war, atten- 
tion was turned toward the preservation and strengthening of the position of 
small business in our national economy. It was during this period that the 
primary emphasis of the Corporation's leading activities was directed to the 
assistance of small business through intermediate and !ong-term capital loans. 
This function, together with certain continuing nonlending functions, is dis- 
cussed further below. 

CURRENT ACTIVITY 


The activity of the Corporation currently relates primarily to (1) lending 
to industrial and commercial enterprises, to public agencies and to disaster areas, 
(2) assigned functions under the Defense Production Act of 1950, primarily with 
respect to loans under section 302 of that act, and (3) operation of synthetic 
rubber plants, the Texas City tin smelter, and the Central American abaca 
plantations. 

Except for the activities under the Defense Production Act of 1950, the need 
for and purpose of each of these activities are discussed in some detail in the 
Corporation’s annual report to the Congress for the fiscal year 1950. Your 
attention is invited to that report, particularly to those sections which describe 
the programs which are currently active. The volume of activity in the various 
programs is, of course, markedly different at this time from that which prevailed 
during the fiscal year ended June 30, 1950. For example, the rate at which 
business loans are presently being authorized is far below that which prevailed 
during the earlier period; this has been brought about chiefly because of the 
current restriction that loans must be in harmony with the national defense 
program. Attached are copies of instructions issued in June 1950 restricting 
the loaning policy of RFC to conform to the general policy of the Government. 
This instruction was effective. In the last 6 months of 1950 business loan author- 
izations totaled 1,579 loans for $126,700,000, as against 2.536 authorizations 
totaling $301,900,000 for the last 6 months of 1949. On the other hand, the 
volume of activity in the synthetic rubber, tin, and abacd programs is substan- 
tially higher than that described in the prior year, in view of the expanded 
requirements of the defense program. These are indications of the manner in 
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which the facilities of the Corporation can be utilized in emergencies to which 
the existing corporate organization can be readily adapted. 

The Corporation is also currently performing a vital function in the making, 
disbursing, and servicing of loans certified pursuant to regulations issued under 
the Defense Production Act of 1950. All necessary credit investigations are made 
by the Corporation, and if the loan cannot qualify under the requirements of 
the RFC Act, terms are suggested to the delegate agencies for making it under 
the Defense Production Act of 1950. If it is then certified, the facilities of the 
Corporation are utilized to disburse and administer the loan. 

The experience of the Corporation shows clearly that even in periods of good 
business the reservoir of credit available through the RFC is needed to fill the 
requirements of business to the extent that private lenders are unable or 
unwilling to do so. This need is generally recognized, particularly with respect 
to small businesses which do not have available to them the equity capital or 
long-term credit which large concerns can obtain more easily. The Congress 
heretofore has considered supplemental or substitute devices to fill this need, 
but pending implementation of an alternative method, we sincerely feel that the 
service rendered by RFC to small business is.clearly necessary and in the public 
interest. Over 90 percent of the business loan authorizations have been and 
still are for small business in amounts of under $100,000. In 1950, a total of 
4,904 loans for under $100,000 were granted. Of these, almost 3,000 were for 
under $25,000. 

That this service can be provided without cost to the taxpayers has been 
proven by the past record of the Corporation. The Directors of this Corporation 
feel that it is important that this continue to be the case. To this end drastic 
reductions in personnel have recently been ordered to assure that each program 
be conducted on a completely self-sustaining basis, after paying all administrative 
expense and interest to the Treasury for money used.. The attached consoli- 
dated statement of net income from lending activities from inception through 
December 31, 1950, showing cumulative net income of $598,069,016, may be of 
interest to you in this connection. There is also attached a summary of loan 
activity from inception to December 31, 1950. This summary does not reflect 
the activity of the Corporation with respect to the wartime and national defense 
programs, under which over 2,500 war plants were built, many of which were 
also operated by the Corporation, either directly or by lease arrangements; the 
stockpiling of several hundred stategic metals and supplies was undertaken; 
subsidy payments were made under the price stabilization program; as well as 
other activities to assist in national defense, war, and reconversion, The aggre- 
gate outlay under all such programs was in excess of $20 billion. 

Since the new Board of Directors took over in October 1950 the following 
changes and reforms have been put in effect: (1) Cutting the budget to save 
$5,000,000 annually; (2) upping the interest rate to increase the income by 
$1,000,000 the first year; (3) speeding up defense loans; (4) providing for better 
faster service to small business; (5) bringing in key personnel where needed ; 
(6) requiring lawyers and others representing borrowers to register and identify 
themselves; (7) passing a resolution forbidding borrowers from employing RFC 
personnel for a period of 2 years after such personnel have terminated their 
employment with RFC; (8) requiring the affirmative vote of at least three 
Directors on all loans over $1,000,000; (9) raising price of synthetic rubber to 
meet expenses of rubber program ; and (10) putting in a system of application fees, 
commitment fees, and participation charges. 


DEFENSE ACTIVITIES OF RFC 


The Reconstruction Finance Corporation is now conducting the following 
programs: 

1. The entire Government synthetic rubber program under the Rubber Act of 
1948, as amended. 

2. The entire Government tin program under Public Law 125, Eightieth Con- 
gress, as amended. 

3. The entire Government abaed program under Public Law.683, Eighty-first 
Congress. 
4. A defense-lending program under the Defense Production Act of 1950. 
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5. A defense-related lending program under the RFC Act, as amended. 

Very briefly, the current status of the above programs may be indicated as 
follows: 

1. Syntheti¢e rubber: The Corporation now has either in part or full operation 
28 synthetic rubber facilities, 11 of these, 6 butadiene and 5 copolymer, have been 
reactivated. A goal, which is rapidly being reached, has been set for the produc- 
tion of 760,000 tons minimum per annum of general purpose rubber and 80,000 
tons of butyl. In carrying out this program, the Corporation has purchased 
144,000,000 gallons of alcohol and reactivated two alcohol butadiene facilities. 
During the entire rubber program, some $30,00,000 has been spent in research pro- 
grams; in the fiscal year 1950 $7,000,000 was set aside for such research and 
$2,500,000 of this amount was for research for defense purposes only. 

2. Tin: The Corporation operates the Texas City tin smelter, the only tin 
smelter in the Western Hemisphere. The Corporation has recently been dele- 
gated the over-all tin-buying program for the Government and within the past 
week has become the only authorized agency, private or Government, for the 
importation of tin for any purpose. 

3. Abaci: The Corporation is now responsible for 25,000 acres of abacfi under 
eultivation and, by legislation, has been authorized to acquire an additional 
25,000 acres for this purpose. There are also being conducted two research pro- 
grams; (1) for the betterment of the mechanical processing of abaca to obtain 
a better percentage of fiber and reduce production costs; (2) one being carried 
out from the agricultural standpoint to find better means of raising abaca and 
lessening disease loss. 

4. Defense Production Act lending: After certification by delegate agencies 
under the act, the Corporation is disbursing, administering, and servicing as of 
March 13, 1951, loans totaling $43,000,000. Applications for loans approaching 
$1,000,000,000 are now pending. 

5. RFC defense-related lending: For the 7 months ending January 31, 1950, 
the Corporation has approved over 200 defense-related loans for an aggregate 
total of slightly less than $100,000,000. 


JULY 31, 1950. 
To All Agency Managers: 

In accordance with a request from the President and the desire of the admin- 
istration “to lessen the demand upon services, commodities, raw materials, man- 
power, and facilities which are in competition with those needed for national 
defense” the RFC will, until further notice, give priority to and within RFC’s 
existing authority continue making loans which contribute directly to the na- 
tional defense. Loans to small business, especially those engaged in defense 
production, will.be emphasized. Loans which do not contribute to the national 
defense may not be made if the proceeds are to be used for the acquisition of 
substantial quantities of raw materials on the stock-pile list, or of steel, lumber, 
or other major building materials, or of supplies or equipment needed for national 
defense. The objective is to restrict credit for nondefense purposes which would 
tend to encourage inflation or result in the use for nondefense purposes of mate- 
rials, equipment, and/or supplies needed for defense purposes. This shall apply 
to all applications filed subsequent to July 31, 1950. 

NIELSON, Secretary. 


Reconstruction Finance Corporation: Number and amount of business loan 
authorizations by size, cumulative through Jan. 31, 1951 


[Dollar figures are in millions] 


| f 
Number | Amount 


$100,000 or less : . . 55, 428 $1, 328 
Over $100,000____. : 5, 818 4,016 


_ Ree ae Se 61, 246 5, 344 
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Reconstruction Finance Corporation: Number and amount of business loans: 
outstanding by size, Jan, 31, 1951 


[Cents omitted] 


Number Amount 


10, 607 | $174, 064, 483 
908 114, 766, 277° 
159 243, 768, 903 


11, 674 532, 599, 663- 


Note.—The sizing of outstanding loans is based on the amount authorized. The amount outstanding 
includes RFC’s share of outstanding loans by banks. 


Reconstruction Finance Corporation and subsidiaries—Summary of loan activity 
from inception to Dec. 31, 1950 


: Outstanding at 
Authorizations | Dec. 31, 1950! 
Amount Amount pei eS 
disbursed charged off 
Num- yum- 


| 
| 
ber | Amount ber Amount 


SUE ' 


LOANS AND SECURITIES | | 


| 
Industrial and commercial enter- | 

prises, including national de- | 

fense loans ___- pote ..-| 61, 022)$4, 744, 878, 243!$2, 313, 597, 283) 2 $63, 572,516) 7, 058$435, 563, 640» 
Railroads Ee Peis wilds we ktln alee 335) 1, 259, 402, 287) 1, 137, 731, 375 19, 124, 315) 24; 107,876, 721 
Financial institutions__- ; | 26,663) 4,799, 741,953) 3,900, 106,730, 38, 537, 766, 440) 102, 584, 332 
Political subdivisions of States and 

Territories __ eS | 6,198} 1, 510, 508,487! 1, 265, 789, 393) 9, 004, 422 327; 22, 519, 161 
Catastrophe... ee tay , 315} 61, 444, 880 49, 441, 085) 3, 523, 614) 834; 4,089,784 
Other loans. .__- x ts | 2,004 417, 303,822) 285, 292,315 212, 221) 1 43, 4 
Foreign governments__-____- 2 3 495, 000,000' 460,000,000 _. caulk 2| 97,007, 509 








Subtotal | 122, 540/13, 288, 279, 672! 9,411,958, 181) 134,064,854 8, 686 769, 684, 747 
Insured and guaranteed (FHA | | 
and VA) mortgages 5 ‘ | 513,777) 3, 564, 836, 804) 2, 244, 046, 866! ____ | 18,496, 91, 909, 197 
Subtotal_____- 636, 317/16, 853, 116, 476) 11, 656, 005, 047 $at, O06, SEG 27, 182) 86 , 593, 944 
Other U. S. Government agencies 110 4, 268, 089, 665) 2. 97, 208, 962 


i 


Grand total . 636, 7 21, 121, 206, 141 i14, 653, 214, 009) 3 134, 064, 854 , 2 861, 593, O44 


1 Exe lusive of 4,741 deferred p articip: ition loans outst adnees RFC’ s share, $97,054, 254 

2 Includes Lustron Corp. charge-off of $35,500,000. 

§ Exclusive of provisions of $59,374,949 and $5,737,061 for estimated losses in collection of direct and deferred 
participation loans, respectively, outstanding at Dec. 31, 1950. 


Reconstruction Finance Corporation—Consolidated statement of net income from 
lending activities, cumulative from inception through Dec. 31, 1950 


Income: 
Interest and dividends earned__- _.._.. $1, 326, 089, 640» 
Income from properties and securities ac quired in : liquida- 
tion of loan indebtedness____..-___.___- 42, 207, 600 
Fees on loan participation agreements rasta 8, 482, 924 
Application fees, commitment fees and other income__ 67, 283, 497 


Subtotal__ a; 444, 013, 3, 661 
Interest and other expenses: 

Interest on: 

Funds borrowed from the U. 8S. Treasury___----- 266, 515, 254 

Funds borrowed from the public es Seeks 86, 466, 912 

Funds held for U. S. Treasury and others_______ 52, 396, 854 

Administrative expense___. bes : a diinay 224, 242, 636 

Fees for servicing mortgages sad ahi ibe atid 16, 585, 968 

Other expenses_ i ai ee 796, O82 


Subtotal__ 


Net income before provision for losses_—_- ; 797, 009, 955 
Provisions for losses : ; xe 198, 940, 939 


Net income 598, 069, 016 
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ANALYSIS OF ACCUMULATED NET INCOME! 


Unreserved | Reserved 


Accumulated net income June 30, 1950 x Ot ie $577, 410, 745 | $14, 725, 714 
Income for 6 months ended Dec. 31, 1950 ais eibci , ; 5, 576, 299 . 
Adjustments of prior years income ; Feociai 356, 257 
Accumulated net income, Dec. 31, 1950. ..._____- 583, 343, 301 14, 725, 714 
Less: Amount of FNMA accumulated net income transferred to HHFA 2, 653, 268 , 302, 185 
Subtotal _- -- -- saa a Pe eae ae aed 690, 033 2, 423, 529 
Less: Dividends paid to U. 8S. Treasury ----......-.-...---------- aa 327, 410, 745 o 


253, 279, 288 2, 423, 529 





1 Includes income and expense of subsidiaries, FNMA and RFC-MC. 
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THURSDAY, MARCH 22, 1951 


Untrep States SENATE, 
CoMMITTEE ON EXPENDITURES IN THE 
Executive DeparTMENTS, 
Washington, D.C. 

The committee met at 10 a. m., pursuant to recess, in room 357, 
Senate Office Building, Senator John L. McClellan (chairman) pre- 
siding. 

Present: Senators McClellan, Hoey, Humphrey, Mundt, Schoeppel, 
Dworshak, and Nixon. 

Present also: Walter L. Reynolds, chief clerk. 

The Cuairman. The committee will come to order. 

We will resume hearings this morning on Senate Resolution 76. 
Mr. Lawton, will you come forward, please? Do you have a prepared 
statement on this resolution and plan ? 


STATEMENT OF FREDERICK J. LAWTON, DIRECTOR, BUREAU OF 
THE BUDGET 


Mr. Lawron. I do have a brief statement, Mr. Chairman. 

The Cuatrman. All right. You may proceed. 

Mr. Lawton. Mr. Chairman and gentlemen of the committee, the 
purpose of Reorganization Plan No. 1 is to strengthen the organi- 
zation and administration of the Reconstruction Finance Corpora- 
tion by concentrating authority and responsibility in a single Ad- 
ministrator. In addition, it transfers certain functions of the present 
Board of Directors to a new Loan Policy Board and a Review Board 
and provides specific safeguards on lending operations. The basic 
authority of the Corporation, as well as its independent status, re- 
mains unchanged. 

The Corporation today has four major types of responsibilities— 
including several responsibilities delegated or assigned to it by the 
President. As in 1940 and 1941, its activities are being directed in- 
creasingly to meeting defense requirements. 

First, under section 4 (a) of the basic statute, it makes direct loans 
and participates in loans of private lenders to business enterprises, 
financial institutions, and public agencies when the financial assist- 
ance is not otherwise available on reasonable terms. In addition, it 
has limited authority to make loans in cases of floods and other dis- 
asters. 

Second, under section 302 of the Defense Production Act of 1950, 
the Corporation, upon certification by defense production agencies, 
makes loans to private businesses for expansion of capacity, develop- 
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ment of technological processes, and the production of essential ma- 
terials. This program is just getting under way, but applications 
already filed are substantial. In addition, under section 303 of the 
same act, the Corporation has been assigned responsibility for mak- 
ing all American purchases of tin in the international market. 

Third, it is continuing to administer a number of major national de- 
fense programs first authorized prior to or during World War LI. 
These include the production and sale of synthetic rubber, abaca fiber, 
and tin. Since last summer, steps have been taken to reopen all Gov- 
ernment-owned synthetic rubber plants. 

Fourth, under the Federal Civil Defense Act of 1950, the Corpora- 
tion, upon certification by the Federal Civil Defense Administrator, 
may make loans for civil defense projects. 

When Reorganization Plan No. 24 of 1950, transferring the Cor- 
poration to the Department of Commerce, was rejected by the Sen- 
ate, one of the principal reasons given for the rejection was the fact 
that the subeommittee reviewing the Reconstruction Finance Cor- 
poration had not yet formulated its conclusions. Recently, this sub- 
committee, after a thorough investigation, strongly recommended a 
fundamental reorganization of the management of the Corporation 
by replacing the Board of Directors with a single Administrator. Re- 
organization Plan No. 1 carries out both the recommendation of the 
subcommittee and the fundamental principle urged by the Commis- 
sion on Organization of the Executive Branch of the.Government 
that there be a single Administrator for each executive and business- 
type activity of the Government. 

eorganization Plan No. 1 has as its major purpose the strength- 
ening of the management and administration of the Corporation. It 
does so by placing all authority over specific loans as well as over the 
administration of both lending and nonlending activities of the Cor- 
poration in a single Administrator. The present Board of Directors 
would be abolished. Thus, there would be a clear line of authority 
and accountability within the Corporation. The Administrator 
would have sole responsibility and accountability for the day-to-day 
administration of the activities of the Corporation. These steps 
would apply to the Corporation the basic principles adopted in the 
case of most other Government agencies in the reorganization plans 
which became effective last year. 

Furthermore, under the plan a new Loan Policy Board would be 
created, consisting of the Administrator as Chairman, the Deputy 
Administrator as Vice Chairman, the Secretary of the Treasury, the 
Secretary of Commerce, and one other member designated by the 
President from among the existing officers of the Government, who 
are required to be appointed by and with the advice and consent of 
the Senate. This Board, unlike the present Board of Directors of 
the Corporation, would not sit full time, nor would it have authority 
to pass upon individual loan applications. Rather, like the board 
of directors of most large private corporations, as well as that of 
most other Government enterprises, it would establish the general 
policies governing the handling of applications for financial assistance. 
In establishing these general policies, it would be directed to give 
particular emphasis to the public interest involved in the Corpora- 
tion’s lending policies and to coordination of its functions with the 
other activities and policies of the Government. 
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The membership of the Loan Policy Board is designed to meet 
both of these specific responsibilities. The Secretary of Commerce 
has the major reaporiiabaiiey for the Government of administering 
in the public interest Government programs for nonfinancial aids to 
business, and can therefore be expected to aid in coordinating the 
financial aids and the nonfinancial aids to business, especially those 
to small and independent business. As a Cabinet officer with major 
responsibilities in the fiseal field, the Secretary of the Treasury can help 
assure full recognition of the public interest in this respect in the 
lending policies adopted by the Corporation. 

The historically broad and changing responsibilities of the Corpo- 
ration make it particularly desirable for there to be coresponding 
flexibility in the membership of its policy-making Board. The plan 
would accomplish this by authorizing the President to designate a 
fifth member of the Board from among other Government officers 
appointed by him and confirmed by the Senate. This designation 
could be changed from time to time as the needs for interagency 
coordination shift. In a defense emergency like the present, it would 
appear appropriate for the fifth member of the Loan Policy Board 
to represent a defense mobilization agency: for example, the Defense 
Production Administrator. In more normal periods, designation of 
the fifth member on the Loan Policy Board should be revised to per- 
mit more effective coordination with programs which would then as- 
sume major significance for the Corporation’s operations. 

Finally, the plan requires all loans totaling in excess of $100,000 for 
any one borrower to be considered by a review board designated by 
the Administrator from among the Corporation’s personnel. As an 
additional safeguard, it requires the Administrator in all cases in 
which he reverses the recommendations of the review board to place a 
memorandum in the Corporation’s records giving his reasons. This 
procedure in part expands and formalizes a procedure already in- 
itiated by the Corporation. It makes sure that the Administrator has 
available, before granting or denying any large loan, the best judg- 
ment of qualified staff. 

In summary, Reorganization Plan No. 1 incorporates the best fea- 
tures in several proposals for strengthening the Reconstruction Fi- 
nance Corporation. It vests all responsibility for administration, as 
well as for decisions on specific loans, in a single Administrator. It 
provides for a Loan Policy Beard to determine general lending poli- 
cies in the public interest. It retains the independent status of the 
Corporation, but provides for improved coordination with other Fed- 
eral programs. It assures that adequate technical review is given to 
all major loan transactions. These provisions, in my judgment, would 
substantially increase the efficiency of the Corporation and its con- 
tribution to the public interest. I, therefore, strongly recommend 
that the Congress permit Reorganization Plan No. 1 to become 
effective. 

The Cuarrman. You have enumerated them here, but how many 
additional functions other than lending to private business are now 
vested in the Corporation under law? 

Mr. Lawron. There is the operation of the synthetic-rubber plants, 
the operation of abaca fiber plantations, and the production of abaca 
fiber, the operation of a tin smelter and the procurement of tin, as 
well as the defense loans which are for defense production or for the 
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procurement of defense materials. And then of course they do make 
loans to public bodies, in addition to loans to private business, and 
loans to financial institutions, under the basic act. 

The Cuarrman. So there are five or six definite functions of the 
Corporation other than merely lending money to private business? 

Mr. Lawton. Yes. They do have, in addition, which is tied u 
with the loans to private business, of course, the liquidation of the sti 
outstanding loans of the Smaller War Plants Corporation. That is a 
liquidation function, however. 

The Cuatrman. I am asking about that to emphasize the fact that 
while we are thinking in terms of the RFC we think of it primarily as 
lending to business enterprises, and most of the criticism that has 
been directed against the Corporation has grown out of its function 
for that purpose. And while, as I stated yesterday, the question of 
its abolition is not primarily before this committee and we are only 
concerned with the merits of the plan before us, still if it should be 
abolished, there are certain functions that it now serves that it would 
be inadvisable to abolish. In fact, we could not justify abolition of 
those functions. They would necessarily have to be transferred or 
placed somewhere else, would they not ? 

Mr. Lawton. They would very definitely, particularly in the case 
of tin, rubber, abaca, things that we are particularly short of in con- 
nection with defense production, and also the assistance in develop- 
ing the productive capacity of the country and the supply of raw 
materials under the Defense Production Act. Those functions would 
have to be placed somewhere. The question of loans—and a great 
many of their loans are of small amount—the loans to small business, 
particularly those that would help small business in the present emer- 
gency to become a part of the mobilization effort, in my judgment, 
would have to be placed somewhere, because that assistance needs to 
be granted. Those loans have probably a greater degree of risk than 
banks normally care to assume. It is particularly necessary, though, 
if we are to get the mobilization effort moving, that we have the oppor- 
tunity to have small business contribute and take a part of the pro- 
ductive job that is before us. 

The Cuarrman. In other words, in addition to the other functions, 
you still are convinced that the function of lending to small businesses 
also is essential in this period ? 

Mr. Lawton. I think it is. 

The Cuairman. And you would not favor the abolition of that 
function ! 

Mr. Lawron. No, sir. 

The CuarrMan. Now, with reference to the plan itself, the general 
purpose of it is to get better administration ; is that not true ¢ 

Mr. Lawron. That is the purpose of the plan, to get better adminis- 
tration and better coordination with other Govvernment programs, 
particularly in this period. 

The CuarrMan. Well, where is there anything wrong with coordi- 
nating now with other programs of the Government. I have not 
heard anything about that. You are always talking about coordinat- 
ing with other policies of the Government, and I have never quite un- 
derstood just what that meant. 

Mr. Lawton. I think that the Secretary of Commerce, who is 
charged specifically, in the Government, with the nonfinancial aids 
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to business and particularly to small business, will, as a member of 
the Loan Policy Board, have knowledge and influence in the policies 
of the Board that will contribute to the objectives and programs set 
forth in the various statutes which he administers as Secretary of 
Commerce; and I also think that in the present situation a represent- 
ative on the Loan Policy Board of one of the defense mobilization 
agencies should insure that the loan policies are designed to promote 
and further the productive effort necessary for current mobilization 
plans and programs. 

The CHArrmMan. Now, another purpose of it is to establish what the 
Hoover Commission referred to as a clear line of authority, an identi- 
fication of authority, so that you could hold somebody accountable and 
responsible for the acts of the agency or the Corporation. Do you think 
this plan contributes anything in that direction ? 

Mr. Lawton. I think that the plan does that, because it does place 
on an individual the definite responsibility. He is a person that you 
can look to and hold solely responsible. It is one of the points that 
was made by the Fuloright subcommittee. And I might read just one 
part of that. This is from page 3 of the Fulbright subcommittee 
report: 

The subcommittee has concluded also that the deterioration of top management 
structure is attributable to the equal division of the management responsibility 
among the members of a five-man Board of Directors. This condition invites 
deterioration. It was this type of responsibility assignment which the Hoover 
Commission had in mind when it said, quoting from page 5 of the Report on 
Regulatory Commissions: “Administration by a plural executive is generally 
regarded as inefficient.’ Only a drastic action can restore the integrity of 
RFC. Its top management must be rendered independent as it was in the 
earlier years. 

And that subcommittee recommended a single director or manager 
for the RFC. 

The Cuarrman. I understand as to the single director or manager 
that your plan does reorganize the top management with respect to 
the Board and substitutes therefor a manager or administrator of the 
Corporation. But then the plan goes on and to me seems to confuse 
the whole thing by appointing this Policy Board. Let us assume that 
is all right, that you should have a policy board, a policy committee, 
to exercise general supervision with reference to general policies of 
the Corporation. But it is so loosely arranged in that first it gives 
to the President the right from time to time to appoint a member of 
that Board to serve. He could designate some officer in the Govern- 
ment who has beer confirmed by the Senate to serve today, another 
one tomorrow. In other words, there could be a constant change of 
personnel on that Board as to the fifth man who serves on it, who 
has the direct responsibility. Then, with respect to two others, the 
Secretary of the Treasury and the Secretary of Commerce, they are 
permitted to designate subordinates to serve on the Board, to act for 
them. At one meeting one man might be designated, at the next 
meeting another, by those two Departments of Government. And it 
seems to me that that part of the plan is more confusing and is more 
of a dispersal of authority than it 1s a concentration of authority. 

In other words, I do not understand how you are going to keep a 
firm and fixed policy with, at one meeting, three men who serve on 
the Board, on the committee, aside from the Chairman and Vice Chair- 
man, or Director and Assistant Director, who are permanent mem- 
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bers. But at each meeting there could be a change in the names of 
the other three, who have undertaken to fix an over-all policy. It 
does not seem to me that you are nailing down responsibility there, 
but, on the other hand, it is more of a dispersal of responsibility. The 
action taken at this meeting may be completely reversed at the next 
meeting by a different personnel. It just seems to me that that part 
of it is rather loosely drawn. 

Mr. Lawton. While there is the authority to designate representa- 
tives, and admittedly there is the legal possibility that they could 
designate a different representative for each meeting, nevertheless, 
with the part-time Board, which is devoted to policy, which is not regu- 
larly meeting and sitting in full-time sessions, I believe that the officers 
themselves would attend far more meetings than if they were full- 
time representatives. They have other jobs, but I know that in a 
number of the top committees on which the Secretary of Commerce 
and the Secretary of the Treasury are represented now, or are repre- 
sentatives and members of committees, nate do attend meetings per- 
sonally. I have seen them at meetings of the National Security Coun- 
cil. Ihave seen them at meetings of the National Security Resources: 
Board. I have seen them at other similar meetings. They have 
attended personally and taken part, because those meetings are not am 
everyday occurrence or an all-day occurrence. 

In the second place, while they can designate a person they cannot 
divest themselves of the responsibility for his actions. He is their 
designee, their agent, and he must necessarily represent their point 
of view. I do not believe there is the possibility that you would get 
differences in policy from one meeting to another even if there were 
different designees, because they would still be the representatives of 
the Secretaries or of the fifth member whom the President might 
designate, and they would be representing their principals. They 
would be speaking for the principals, and the principals would have 
to take responsibility for their actions. 

As for the fifth designee, the member that the President designates, 
I would not assume, and I don’t think anyone could assume, that the 
President would shift that from meeting to meeting. I think that he 
would rather shift it in line with general Nation-wide economic situ- 
ations, with, at the present time, a defense emergency, and at some 
later and, hopefully, more normal period, designating a representative 
from another part of Government, who would have interest and re- 
sponsibility allied and connected with the then current responsibili- 
ties of the RFC. 

The Cuatrman. Do you not think that the position is in reality a 
position which is that of direct representative of the President himself 
on this Commission? Is that not what it is intended to be ? 

Mr. Lawton. No more than the Cabinet officers are; no more than 
any Presidential appointee would be; no more than the Chairman 
would be. He is a Presidential appointee confirmed by the Senate, 
just as this man would be. No, he is more a representative of an 
agency that has an interest in the current problems of the country 
as they are affected by the RFC authorities. 

The CHairmMan. Let me ask this question: Is not the direct author- 
ity and responsibility and accountability now vested in a Board of five 
members? You do not have what is involved in this plan, of setting 
up another board and another commission or committee, and a 
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diversity there, of responsibility and authority. Is not the authority 
more directly concentrated now in the existing Board, when we speak 
of clear line of responsibility and authority, than it will be under 
this plan? 

Mr. Lawron. It is vested in the Board at the present time. It is 
vested in a five-man Board. The actions of that Board are by ma- 
jority vote. So that you do have the vesting of responsibility in the 
five-man Board. 

Of course, you cannot pin responsibility for any particular loan on 
the entire Board at any time, if there is a split decision in the Board. 
You do have, in this case, the case of the proposal here, one person 
who is always and primarily responsible for the lending activities of 
the Board, for the loans that it makes, and for the administration. 

The Crarman. He would not be responsible as to the policies. 
You could not hold him directly responsible as to policy. 

Mr. Lawton. Only to the extent that he participates in it, as one 
member of the Board. You could not hold him any more direetly 
responsible for the policy than you hold the present membership of 
the Board. He would have the same responsibility in policy as any 
present member of the Board would have. 

The Cuatrman. That a member of the Board has now? 

Mr. Lawron. For the execution of the policy, he would have full 
responsibility. 

The CuatrmMan. He has complete responsibility for the administra- 
tion and execution of the policy fixed by the policy committee? 

Mr. Lawron. That is correct. 

Mr. Cuatrman. And for the making or refusal of loans that are 
submittted as coming within the purview of the policy ? 

Mr. Lawton. That is correct. 

The Cuarrman. As I interpret the plan, the decision of the Director 
as to whether a loan shall be made is final, even though he may over- 
rule the recommenadtions of the Board of Review. He has the au- 
thority to overrule that by simply placing a memorandum in the file 
stating why he does so. 

Any questions? Senator Dworshak? 

Senator Dworsnax. Mr. Lawton, do you think the adoption of this 
plan would serve to minimize or completely eliminate the element of 
political influence in the operations of RFC? 

Mr. Lawron. Well, I do not believe that you can make a statement 
that any plan of any kind would eliminate that factor. That depends 
on the individual who holds the job. That is not a question that 
relates to organization. That is a question that deals with the in- 
tegrity of the individual. 

‘Senator Dworsak. I should like to point out that under the present 
operation or status of the RFC, a bipartisan supervision is provided ; 
whereas, under this proposed plan it is inevitable that the Adminis- 
trator and all those on the Policy Board would be members of the 
majority party. 

To that extent, surely there would be the possibility of even greater 
political influence, with the elimination of any representatives Sof the 
minority party. Is that not true? 

Mr. Lawron. Well, I think that if that were true, then you could 
almost argue that every Government agency which deals in a field 
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that spends money would be in the same boat. That would argue 
for a commission for everything. 

Senator Dworsmak. Do you not believe that the difficulties into 
which the RFC have gotten are largely the result of political influ- 
ence, and that with the elimination of minority party members in the 
functioning of RFC there might be the possibility that the White 
House or any other political influence might be even more effective in 
influencing policies of RFC? 

Mr. Lawton. I do not believe you can argue that; no. 

Senator Dworsnak. You will admit that political influence has been 
largely responsible for the mess in which RFC finds itself today. 
That is acknowledged by anybody. It is not the mechanics of opera- 
tion. It may be the personnel or the Directors, but whatever the situa- 
tion is RFC has not functioned efficiently. We know that. You will 
admit that, will you not? 

Mr. Lawron. I will admit that the RFC has not been all that it 
ought to be, certainly. 

enator DworsHak. Do you think that is largely the result of an 
inept mechanical procedure, procedural planning, or programing by 
RFC, or rather because of the lack of forthright, efficient supervision ? 

Mr. Lawton. I think it is largely due to bad judgment. 

Senator Dworsnak. Bad judgment. On whose part? 

Mr. Lawron. On the part of some of the Directors. 

Senator Dworsuak. And you think under this plan that element 
would be entirely eliminated ? 

Mr. Lawton. No; I would not claim that you can eliminate the 
personal equation by any kind of plan. 


Senator DworsHak. That is my conclusion. I cannot see why this 
plan would offer us anything that we could not have under the existing 
set-up if we had efficient supervision, Directors who were doing a 
good job. 

Mr. Lawron. I think it would eliminate the confusion of determin- 
ing responsibility that ey is present at the moment. 


Senator Dworsuak. I do not think it is so much a matter of lack of 
concentrating the responsibility for operating RFC as it is that there 
is so much political influence. That could be a factor under the pro- 
posed plan just as much as it is now, could it not? 

Mr. Lawton. Well, let us say it could be a factor just as it is any- 
where in Government. 

Senator Dworsnak. In other words, it might be even easier to apply 

olitical pressure to one man as Administrator than to five men as 
Directors? 

Mr. Lawton. And it might be more difficult. 

Senator DworsHak. More difficult? Why? 

Mr. Lawton. Depending on the man. 

Senator DworsHak. Of course, let us assume that we have an Ad- 
ministrator who is susceptible to political pressure. Then this plan 
would not prove effective, would it? 

Mr. Lawton. Well, no plan would prove effective with: an inetticient 
and ineffective head; no. No plan or no operation of government 
would. 

Senator Dworsnak. On that basis you cannot build up a strong 
argument in favor of this plan, so long as you say that it is entirely 
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contingent on the selection of an Administrator who would not be sub- 
ject to political pressure and who would do a good job. 

Mr. Lawton. At least you ‘would have one spot to which you could 
go, and if the person was an inefficient as that, as susceptible as that, 
he could be removed. And furthermore, it may be easier to get one 
able Director than five. 

Senator Dworsuax. In other words, then, the responsibility would 
rest upon the President to select an Administrator who is able and 
efficient. If he has made mistakes in the selection of Directors, it is 
just as possible that he would make a mistake in the selection of an 
able Administrator. 

Mr. Lawron. And the responsibility would be upon the Senate to 
agree with him and confirm the man. 

The Cuatrman. Senator Hoey, any questions ? 

Senator Hory. No questions. 

The Carman. Senator Nixon? 

Senator Nrxon. I have none. 

The Cuarrman. There are one or two questions which occur to me. 
Is it your opinion that this plan is adequate, and that if it goes into 
effect supplemental legislation will not be needed by the Congress? 
That this plan is adequate to meet the problems that now confront us 
with reference to reorganization of RFC? 

Mr. Lawton. I think as to organization, the plan is adequate. As 
to the question of what functions Congress wishes the RFC to under- 
take, that is a matter of different determination and not affected by 
the plan. The question of what the functions of RFC will be is not 
affected by this reorganization plan. We cannot add any functions, 
of course, in a plan. “The question of adding or taking away functions 
is a matter for legislation. 

The Cuairman. In other words, the only legislation so far as you 
can see that would be needed if the plan goes into effect would be 
legislation dealing with the functions, either expanding or decreasing 
or abolishing, as the case may be? 

Mr. Lawton. Plus whatever limitations on the exercise of those 
functions Congress might want to write in. 

The CuarrmMan. The reason I am mentioning this and getting your 
views is that the chairman of the Banking and Currenc y Committee 
testified yesterday that while he favored this plan, as he expressed it, 
I believe, as the lesser of two evils, that is, compared with leaving the 
RFC in its present state as to reorganization, this being a plan for 
the reorganization of it, he felt that a general overhauling and reor- 
ganization was needed; and he said that his committee would proceed 
to the consideration of such legislation, even including bills that have 
been introduced to abolish the RFC. So I then became concerned, just 
thinking out loud, now, about the situation we would have if a plan 
went into effect. which would require the President to appoint a 
Director—then to have confronting him, at the same time or immedi- 
ately following his appointment, the problem of complete reorganiza- 
tion by the Congress. I wondered how he would be able to get a 
qualified individual under those circumstances. Anybody likely to be 
able to properly serve in the position of Administrator is likely to be 
a man who, in private life, could earn considerably more than the 
salary apoio here for the Administrator; and I wondered how 
you coat get anybody who is competent and capable to make the 
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sacrifice of taking it over in this still unsettled state, where he is given 
a new plan under which to proceed and yet you have the Congress 
piobabhy working on legislation to do a’ complete overhauling of it. 

Mr. Lawton. Well, what the committee has in mind, of course, 
I do not know. I do know that in the letter that Senator Fulbright 
addressed to the House committee on this subject, he mentioned the 
fact that the subcommittee had a bill which more definitely defined 
the powers and duties of RFC, and that they intended to bring it 
before the Senate for consideration: and that the question of aboli- 
tion could then properly come up in connection with that, or the 
continuation and functioning. But he believed that the Reorgani- 
zation Plan No. 1 should be made effective. He was dealing with 
functions. 

The CuHarrman. After Senator Maybank, who is chairman of the 
Committee on Banking and Currency, the committee that has legis- 
lative jurisdiction over this problem, testified, that prompted me to 
suggest for some thought at least the advisability of withdrawing 
this plan temporarily until the legislation, whatever the Congress 
should determine upon, is enacted, and of then presenting a plan, 
if the legislation did not cover all aspects of it, a plan that would 
be conformable to the legislation that Congress enacts. I do not know 
whether the plan can be withdrawn. There may be some question 
about that, as to whether the plan could be withdrawn once submit- 
ted. But there is, it seems to me, in the plan itself the opportunity 
for suspending its going into effect, because the plan provides that 
it shall not go into effect until—assuming the Congress does not. re- 
ject it, and the 60-day period expires—the Administrator is appointed. 
And even if the plan is approved, or if it is not disapproved, there 
is the opportunity there, in the plan itself, for some delay or sus- 
pension of the beginning of operations under it, by delaying the ap- 
pointment of the Administrator until the Congress might have time 
to determine whether it was going to revamp the whole agency, the 
whole Corporation. 

Mr. Lawton. Well, a delay in either the nomination or the con- 
firmation of the Administrator would delay the effective date of the 
plan. 

The Cuamman. That is what I say. There is that consideration, 
even if the plan were not withdrawn. And maybe it cannot be with- 
drawn. I am not sure about that, as a matter of legal certainty, either 
vay. But the plan itself does afford, either on the part of the Presi- 
dent or on the part of the Senate, the opportunity to delay its going 
into effect pending such legislation as the Congress might want te 
enact. 

Mr. Lawton. The plan has that provision in it, that would permit 
of that sort of delay that you mention. 

The Crarrman. It could be delayed either way. The President 
could delay it by withholding the nomination, and the Senate could 
delay it by withholding confirmation. So the opportunity is afforded 
in the plan, as I interpret it now, to bring about that delay and to wait 
until Congress acts or fails to act. 

Mr. Lawron. That is right. That is the provision of section 10 
of the plan, that certain provisions of it shall become effective when, 
and not until, the Administrator first appointed hereunder enters 
upon office, pursuant to the provisions of the reorganization plan. 
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The Cuairman. At the present, as far as we have gone into this 
now, I will say for myself that I really think that should be done, 
And, of course, I am trying to keep an open mind on it. But at this 
roint I feel that a delay. should be invoked until a determination can 
S made on appropriate legislation by the Congress. If these bills are 
going to come out from the committee, and the Congress 1s going to 
give consideration to the whole problem in legislation, it is my belief 
that the withholding of the effectuation of this plan would be advisable 
until we can determine what legislation the Congress may enact. 

Senator Humphrey, any questions ? 

Senator Humpurey. Mr. Chairman, first of all I want to express 
my apologies for not being able to be here yesterday. I was tied up 
in another subcommittee. I did have a chance to at least see the 
reports of your very interesting meeting yesterday, and I am happy 
to be here when Mr. Lawton, the Director of the Budget, gives us his 
observations. 

As I gather from your examination of Mr. Lawton’s recommenda- 
tions, there is the feeling that since we do have bills before the Con- 
gress that deal directly with the Reconstruction Finance Corporation, 
one to reorganize, the other to abolish, it might be wise to withhold 
any basic reorganization until the Congress acts. It is my judgment, 
and I express it only as my personal opinion, since I do oppose the 
abolition of the RFC, and I want that clear, that the adoption of a 
reorganization plan around the general outlines and in accordance 
with the recommendations, first, of the Hoover Commission and, 
secondly, of a subcommittee, for a single administrator and a loan 
policy board, would be advisable. 

Now as to whether or not the President should inaugurate that 
reorganization immediately, it is a matter of administrative judg- 
ment, and as pointed out by the chairman of the committee, we can 
withhold confirmation if we so desire, which means that the reorgan- 
ization does not go into effect. But since RFC seems to be a major 
topic of conversation these days, I think that the American people 
expect something to be done to remedy a very unhappy and unfor- 
tunate and unsavory situation. And I believe that the Congress ought 
to cooperate with the Chief Executive in getting that done. 

This plan does provide for the abolition of the present Board of 
five, does it not ? 

Mr. Lawton. It does. 

Senator Humpnrey. It provides for the appointment of a new 
Director, who shall have complete control over the management and 
loan functions. Is that correct ? 

Mr. Lawton. That is correct. 

Senator Humpnrey. The loan functions to be limited only by the 
Board ? 

Mr. Lawron. By the Loan Policy Board. 

Senator Humpnrey. That would comply pretty much with private 
banking principles, would it not ? 

Mr. Lawton. Those of the larger banks; yes. 

Senator Humpnurey. That is what I say. The larger commercial 
banks. 

My general attitude is, Mr. Chairman, and T am only expressing 
it with the recognition that I have not made the kind of study that the 
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Banking and Currency Committee members have of this, is that this 
is an advisable plan, and I commend the Budget Bureau and the Presi- 
dent for sending it down. In fact, I think it should have come down 
a long while ago. But better late than never, and we have it now. 

May I just direct myself for a moment, Mr. Chairman, to what trans- 
nired here yesterday? I have surmised from the correspondence that 

have received as one member of the Senate, for the last 2 years, that 
there has been a determined effort on foot in this country on the part of 
private financial institutions to abolish the RFC. Unfortunately, 
some of the people in RFC have played directly into their hands by 
their lack of good faith and responsibility. That is my personal judg- 
ment. I mean, what we have had developed in the Fulbright su 
committee has played directly into the hands of those that would like 
to abolish RFC. I, for one, am opposed to turning over the fiscal 
policy of this Government or the loan policy of this Government, to 
the private banks that literally wrecked the country. If for no other 
reason, I believe we ought to have RFC as a bureau of monetary stand- 
ards, in a sense, to stand by to protect the American people. 

Now when did this fight over RFC start getting really under way? 
When they started making loans to small business. That is when 
it started. As long as they were making loans to the big banks, to 
salvage private commercial banks, we did not have any criticism. But 
when we got down to the point where we started making loans to 
the small independent enterpriser, who could not get a loan from his 
private bank, then the heat was on RFC. 

Now let me make my statement quite clear. There is no excuse for 
corruption in Government. But you do not abolish the Christian 
Church because there is a hyprocrite who sings in the choir. And 
you ought not to abolish a loan agency which has a commendable 
record over the long period because there happened to be a few who 
have abused the public trust or allegedly have abused the public trust 
that has been placed in their hands. That is just my opinion. And 
I am for the reorganization plan. I intend, if I have a chance, to vote 
for this plan No. 1. I would hope that it would be placed into effect 
immediately. Because there is no way to clean out a bad situation any 
better than to do it at once. This is simply a matter of protecting the 
public interest. 

Somebody brought up the fact that this plan did not provide for 
bipartisanship. I do not think there ought to be any partisanship 
in the RFC. I am of the opinion that the RFC ought to be managed 
by somebody who is competent in the field of finance, and it would 
be better if he had no political affiliation. I think that his term of 
office ought to be so secure that he is not subject to what is commonly 
known as political pressures. 

The Congress of the United States, the Senate, can ascertain the 
character of a man during its period of confirmation. That is the 
way we ought to critically examine him. And as one Member of this 
Senate who has passed upon these confirmations, I watch confirmations 
go through the Senate in a moment’s notice. Maybe what we ought 
to have is a little more critical examination of confirmations when they 
come up on the floor, rather than to pass them on the Executive Calen- 
dar while the bells are buzzing. a 

Well, that is my position, Mr. Chairman. I wanted to get it in the 
record. Because I feel that this is a very vital issue, and I am going 
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to do everything in my power to prevent the abolition of the RFC. 
I am going to do everything I possibly can to prevent what has de- 
veloped to be a very unfortunate, unwholesome, and unsavory situa- 
tion, to kill off an agency that has had 18 years of good record in the 
main. 

We did not close up the City National Bank or Chase National Bank, 
we did not abolish the private banking system in this country, because 
we had a few bankers who cheated the public. We cleaned up the 
banking system to the best of our ability. 

The argument that is being used today against RFC because of this 
exposé could have been an argument that could have been used years 
ago to have nationalized all the banks in the United States and taken 
them out of private hands. I hope that we do not take that kind of 
action. 

The Cuarkman. Just one further question. There is in this plan no 
term for the administrator, is there? 

Mr. Lawron. No, sir. 

The Cuarrman. There is no term. He serves indefinitely. 

Suppose we did, doing the best we could, get a bad administrator, 
not one who would commit a crime necessarily, but one whom we found 
to be inefficient or otherwise unsatisfactory. How would you get rid 
of him? 

Mr. Lawron. The procedure would be removal by the President. 

The CHarrman. Of course, you could get at him by impeachment. 
But there is no way to get rid of him if he was not doing a good job 
except that the President could ask for his resignation. Is that right? 

Mr. Lawton. That is right. That is the same as any of the Cabi- 
net members, other than the Postmaster General. 

Senator Humpnrey. I want to say, Mr. Chairman, that might be 

one of the weaknesses in this plan. I am glad that you brought that 
out. Because what I think is our task right at the moment is to get 
this RFC up above the hubbub and, at times, the low-down levels of 
cheap politics. This is a financial operation, and if we are going to 
»reserve the Government’s interest in the fiscal business, the loan bus- 
mess, I think that any plan of reorganization ought to get as much 
protection as humanly possible to the agency, and it ought to be re- 
moved from any kind of political influence, whether that influence 
comes from private sources or from public sources. It would be a 
very interesting investigation, sometime, to find out how much private 
pressure has been brought upon Government loaning agencies. People 
in public life are always the target for complete exposés with small 
al large microscopes. But it would be quite interesting to see how 
much private pressure has been brought. 

My position, which I want clearly stated, is that this should be re- 
moved from the realm of politics. Secondly, I do not want to see 
developed in this country or be accomplished in this country what I 
consider to be a conspiracy, a conspiratorial attempt on the part of the 
private financial institutions in America, who literally wrecked the 
country less than a generation ago, to start their wrecking process 
again. They are beginning to do it by this basic attaek on all Gov- 
ernment lending. For every crook in Government lending and for 
every example of corruption in Government lending, you can have a 
hundred of them out in the private field. 
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T do not want this to develop. And I think it is regrettable that 
this reorganization plan has to come down at a time when there is an 
exposé, and a much-needed exposé, of RFC. This is again one of 
these instances of a little bit too little and too late. 

The Cuatrman. I mention that, Mr. Lawton, to point out that not- 
standing that the plan may be quite an improvement over the present 
organization of RFC it is still apparent that possibly legislation: will 
be needed to implement the plan. 

Senator Humenrry. I think you have a point there, Mr. Chairman. 

The Cuarrman. That was the only point I wished to make. 

Senator Nixon? 

Senator Nixon. Mr. Lawton, in regard to your point concerning 
the possible removal of the Administrator, it seems to me it would be 
significant to note that on the basis of the current investigation of the 
RFC, which the Senator from Minnesota has commented upon quite 
effectively, as far as the President is concerned, the fact that there 
were one single administrator would have made no difference, since 
he has indicated he would not remove any of the present group; and 
it seems to me that a fatal weakness appears there for that reason. 

I should like to ask one question with regard to a matter raised by 
the Senator from Minnesota. Mention was made of the Hoover Com- 
mission. This plan does not follow the recommendations of the 
Hoover Commission. Is that not the case, Mr. Lawton? 

Mr. Lawson. That is right. 

Senator Nixon. In fact, the Hoover Commission was not consulted 
in the drawing up of this plan. 

Mr. Lawton. The Hoover Commission, on a split vote, recom- 
mended the transfer of the RFC to the Treasury. 

Senator Nrxon. To the Treasury. And the minority did not recom- 
mend the setting up of a single Administrator but recommended trans- 
fer to the Department of Commerce. 

Mr. Lawton. To the Department of Commerce. We submitted a 
plan on that basis last year. The plan was rejected by the Congress. 

Senator Nrxon. I just think it is essential to make it clear that this 
plan is not one that the Hoover Commission recommended. That is 
the case, is it not? 

Mr. Lawton. However, the Citizens Committee representative testi- 
fied at the House hearings in favor of the plan. 

Senator Humpnrey. That is correct. And also, is it not true that 
the Hoover Commission did recommend the single Administrator? I 
happened to be the chief sponsor of the Treasury reorganization plan 
that was placed in the Senate recently, with a single Administrator, 
under the Treasury reorganization. Is that not correct? 

Mr. Lawton. The Hoover Commission generally recommended 
single administrators. 

Senator Nixon. Did they recommend a single Administrator for 
the RFC? 

Mr. Lawton. It did not get into that question at the time, because 
the task force recommended a liquidation of the functions. 

Senator Nixon. That is exactly the case. 

The CHatrMan. I may say, if you will pardon me for the interrup- 
tion, that as a member of the committee dealing with the Hoover 
Commission, I should mention that there was a great deal of dissen- 
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sion, and in fact we could never get together a full majority of the 
committee as to just what to do. 

Senator Nuxon. They are haying the same trouble we are having. 
~“The°Cuarrman. When you speak of the Hoover Commission, that 
Commission no longer exists, and this Citizens Committee is simply a 
volunteer organization, without any legal status at all. And in the 
interests of service to the country, they felt that generally the Hoover 
Commission’s recommendations were sound and should be put into 
effect, and they have lent their efforts in that direction, in building up 
sentiment and also in offering their assistance in every way they could 
to the Congress for implementing those recommendations and getting 
them into effect, so that the benefits of the Hoover Commission’s la- 
bors would be received by the Government and by the taxpayers. 

Senator Nixon. Mr. Lawton, one other point. The reason that there 
18 great interest in this plan at the moment is because of the recent 
disclosures of the Fulbright committee. Is it your understanding 
that this plan was or was not specifically developed for the purpose 
of meeting the abuses and removing the abuses that have been brought 
out by the Fulbright committee ? 

Mr. Lawton. It was developed, of course, because we felt that 
there was a reorganization problem in connection with the RFC. The 
particular plan follows very closely the report of the Fulbright sub- 
committee with respect to organizational features. It was discussed 
with members of the subcommittee before the plan was submitted. 

Senator Nixon. Is it not true that the plan itself was submitted 
before some of the disclosures made by the subcommittee were even 
made public? Is that not the case? 

Mr. Lawron. That is right; but not before, however, the report of 
the Fulbright subcommittee, Report No. 76, which was issued in 
February. 

Senator Nixon. That was the report that was made on the basis of 
the executive sessions prior to the public sessions ¢ 

Mr. Lawton. It was an interim report of the committee which 
dealt in its initial stages in the report with the subject of organiza- 
tion, and following which bills were introduced on that subject. 

Senator Nixon. And after which, as the result of a statement that 
was made by a certain high official, public sessions began, and the dis- 
closures that we are now concerned about came out. 

Mr. Lawton. Well, I think they had public sessions before that. I 
think they had public sessions before they issued this interim report. 

Senator Nixon. Yes. I am speaking of the recent sessions, the ones 
people are most concerned with at the present time. 

Mr. Lawton. The recent sessions; yes. This bill was submitted on 
February 19. The Fulbright subcommittee report, the initial interim 
report, was February 5. 

If I might come back to just one point, on this question of the term: 
Of course, actually, you have got a term, by reason of the fact that 
RFC itself has a termination date in its lending function. That is 
1956. 

The Cuairman, If you were to extend the date, of course, you would 
extend the term of service. 

Mr. Lawton. That is right. 

As to the other question, if you were going to get a term so short 
that you would have, say. an annual review—if it is a l-year term, 
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you would have a great deal of difficulty in getting that. If you had 
a 4-year term, you would have just the same’ problem that might 
face you with no term. In other words, if you were dissatisfied at 
the end of the first year, you would still have the same problem whether 
the man had a term or did not, if his term was a 4-year term. 

The CHamman. It would not be quite as likely to occur, because 
one who serves for a term knows that he must be reappointed if he 
expects to continue, and he is more likely to be concerned about his 
own personal interests a little too, as well as the Government’s. If 
he appreciates the job and wants to retain it, that is. I think that 
most people who would accept it, certainly most people the President 
would appoint—at least the President would attempt to find that type 
of man—would devote themselves to this problem and make it their 
life work. 

Mr. Lawton. I would hope you would get the kind of man to 
whom his termination would not make any difference. 

The Cuamman. We hope to get men always who.are faithful to 
their trust, but we do not always get them; and therefore these safe- 
guards are necessary. 

Thank you very much, Mr. Lawton. 

Mr. Lawton. Thank you, Mr. Chairman. 

The Cuarrman. Senator Kem, will you come forward, please, sir? 
I may say to the other witness who is present, Mr. Meader, that we 
feel we should hear Senator Kem, who is busy on the floor. 

I think you would be available almost any time, would you not, at 
the convenience of the committee? 

Representative Mreaper. That is correct, Mr. Chairman. 

The Cuarrman. Thank you. 

All right, Senator Kem. 


STATEMENT OF HON. JAMES P. KEM, A UNITED STATES SENATOR 
FROM THE STATE OF MISSOURI 


Senator Kem. Mr. Chairman, I appreciate your courtesy and con- 
sideration. 

I appear here to oppose the adoption of Reorganization Plan No. 1 
of 1951, the purpose of which is to make certain changes in the or- 
ganizational structure of the RFC. 

My position, in a nutshell, is: 

First, RFC should be abolished—not reorganized. 

Second, Reorganization Plan No. 1, considered on its merits, should 
be rejected. 

I have introduced a bill to abolish RFC (S. J. Res. 44). Senator 
Byrd, of Virginia, has introduced one, S. 1116, and Senator Bricker, 
of Ohio, has introduced one for the same purpose, S. 1123. There are 
several similar bills pending in the House. In my judgment, this is the 
sound approach to the problem. 

In the first place, in its inception, RFC was intended to be a tem- 
porary agency, and it has been said that there is nothing so permanent 
as a temporary Government agency. 

When RFC was set up, in January 1932, it was provided that it 
should wind up its existence after 1 year. Its purpose was to help 
banks and businesses through the depression. 
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Since that time, RFC, like Topsy, has “growed and growed.” It has 

warded off every attack with lethal intent. The idea of “reconstrue- 
tion” has long been abandoned. 

RFC received its first grant of authority to make direct loans in 
June 1934. Since then, step by step, the safeguards on the banking 
operations of RFC have been relaxed. This has helped to set the 
stage for the long series of unsound decisions and unsavory activities 
that have already been referred to here today. 

In the second place, RFC offers dangerous possibilities of favoritism 
and waste. Reorganization Plan No. 1 would place RFC under the 
control of a single. Administrator instead of the present five Directors. 

In my judgment, this would not cure what ails RFC. One manipu- 
lator can be just as dangerous and corrupt as five, perhaps even more 
SO. 

I think the case of RFC was diagnosed accurately by the Hoover 
Commission 2 years ago. 

In its report of March 1949, which has alre “ady been referred to in 
the hearing today, the Commission declared : 


Direct lending by the Government to persons or enterprises opens up dangerous 
possibilities of waste and favogitism to individuals or enterprises. It invites 
political and private pressures or even corruption. 

Three members of the Hoover committee (Dean Acheson, James K. 
Pollock, and James H. Rowe, Jr.) dissented from the minority report. 
They wrote: 


We have seen no evidence whatever in the material submitted to us to justify 
the blanket assertion of the Commission that direct lending by the Government 
opens up dangerous possibilities of waste and favoritism to individuals or 
enterprises. * * #* 

Mr. Cuatrrman. I think it is fair to say that ample and abundant 
evidence to justify “the blanket assertion” 1s now at hand, thanks to the 
effective labors of the Fulbright committee. 

RFC’s public lending activities have always been and are now and 
always will be carried on in a political atmosphere. No changes in 
form of organization or in top management personnel can reach and 
correct this condition. 

So long as the Government stays in the direct lending business, 
there will be those who exert political pressure. This pressure will 
bring about the making of unsound loans. And this will be the case, 
Mr. Chairman, no matter which party is in power in the Government. 

My third point is that operations of the RFC are inflationary. 
Now, we see the Government fighting inflation by restricting credit. 
It has cracked down on mortgage credit and consumer credit. It has 
been scolding the banks for lending too freely. Yet from 60 to 70 
lending agencies of the Federal Government go merrily on their way— 
adding fuel to the fires of inflation through the issuance of e asy credit. 

As Senator Byrd pointed out the other day, liquidation of the RFC 
lending activities would reduce Federal personnel by 3,000; it would 
save $18,000,000 a year in administrative costs, which could be used 
in the payment of the Corporation’s debts to the Federal Government. 

RFC’s wasteful, inflationary money policies have done much to 
boost the cost of living to its highest level in our history. By liquidat- 
ing RFC, Congress can strike a telling blow against inflation. 

When the lending activities of any financial enterprise are based 
on something else than business judgment, the contribution of that 
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enterprise to the country’s economic development is of doubtful value. 
The RFC’s net contribution toward a sound economy has been or 
the negative side since World War II. For instance, there is no public 
interest in prolonging the life of an enterprise which cannot without 
artificial oxygen survive in a competitive field. There is no public 
interest in financin a concern to engage in a business in which the 
management is without experience or without special qualifications. 
There is no public interest in forcing competitors to the wall by flood- 
ing a market by overproduction. All of these economic sins have 
been committed by RFC using the public money. 

My next point, Mr. Chairman, is that the RFC bypasses regular con- 
gressional appropriation procedures. 

The Hoover Commission’s task force on lending agencies described 
how, on a number of occasions, beginning as early as 1933, RFC’s 
statutory authority to borrow from the Treasury has been used by the 
Congress as the means of financing various governmental activities 
while avoiding the ordinary congressional procedures for the appro- 
priation of public funds from the Treasury. 

The Hoover Commission’s task force listed three major bypassing 
operations that have resulted in a net expenditure of public funds 
totaling 1214 billion dollars, without giving the Appropriations Com- 
mittees an opportunity to pass on the expenditures in advance. 

The bypassing of the customary checks and balances in the appro- 
priation process is a dangerous practice. It is not conducive to a sound, 
economical expenditure ‘of our people’s tax money. One of the fun- 
damental principles of American constitutional government is that 
the control of the Federal purse string should remain firmly in the 
hands of the elected representatives of the people in Congress. The 
purse string should not be turned over to bureaucrats or a bureaucrat, 
who are never called on to answer to the people. 

Now, my next point is that functions other than direct lending 
should be transferred to other Government agencies. That was dealt 
with by Mr. Lawton in his testimony. It is recognized that RFC has 
certain important functions in addition to its direct lending program, 
including the rubber, tin, and abacé programs. I think Mr. Lawton 
said there were some five. Now, these programs are not directly 
related to its basic lending function and should be transferred to an- 
other agency. Senator Bricker has suggested turning them over to 
the Department of Commerce. This is a matter of detail, Mr. Chair- 
man, and it should be worked out in connection with the liquidation 
of RFC. 

In his budget message to the Congress submitted on January 15, 
1951, President Truman said: 

The RFC will continue to make loans for defense purposes, wherever borrowers 
are unable to obtain adequate credit elsewhere on reasonable terms but can meet 
the usual credit standards under the Corporation's statutory authority. Only if 
borrowers Cannot qualify for loans under these standards are they eligible for 
loans from Defense Production Act funds. 

In other words, RFC has taken on the role of a supplemental de- 
fense lending agency. The main loan program to stimulate defense 
plant expansion is to be handled elsewhere, presumably under the 
supervision of Mobilization Director Wilson. If a company needs 
a loan for defense expansion purposes and is unable to obtain one 
from commercial banks, I don’t see any reason why it should not 
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be submitted directly to the defense authorities under the Defense 
Production Act. What legitimate justification can there be for 
an RFC loan that does not equally justify a defense production act 
loan? We certainly will go as far to stimulate the production of war 
goods as the Government should go with the people’s money. In 
this time of emergency, if such businesses cannot qualify for a regu- 
lar commercial loan or an extra risk defense loan, why should it 
be made at all? Why should the RFC wet-nurse any of them? 

Now, Mr. Chairman, so much for the point that the RFC should 
be abolished and not reorganized. And now I would like to address 
myself to the second point, that Reorganization Plan No. 1, con- 
sidered on its merits, should be rejected. 

The CuatrMan. May I interrupt you at this point ? 

Senator Kem. I would be glad if you would, Mr. Chairman. 

The Ciaran. You have directed all of your statement so far to 
the abolition of RFC. 

Senator Kem. That is right. 

The Cuamman. That proposal, of course, is not before this com- 
mittee. 

Senator Kem. No; not directly, sir. But my point is that since 
the proper goal is abolition, this half way and ineffective step should 
not be taken at this time. In other words, the Congress should pro- 
ceed directly to the result that is indicated by all the evidence, that 
is, doing away with the agency. 

The Cuarman. Let us grant that that is the way you feel about 
it, and that you are going to assume that a majority of the member- 
ship of Congress feel that way about it and will ultimately pass a 
bill to abolish it. 

The passing of a bill, if the President entertained other ideas about 
it, if he thought it should be retained, and if he vetoed the bill, would 
be a matter of great doubt. I am not speaking with authority, but 
just discussing the possibilities of abolition. Assuming that he did 
veto the bill to abolish it, and the Congress sustained the Presi- 
dent’s veto, and that we were unable to get a two-thirds vote to 
override, then the question would still remain: Are we going to leave 
RFC in its present state of organization, or are we going to reorganize 
it? And if we are going to reorganize it, is this plan an improvement 
over the present organizational structure of the Corporation? I 
think you have got to take those things into account. 

Senator Kem. I will address myself to that in just a minute, Mr. 
Chairman. I appreciate the force of what you say. Of course, that 
is quite correct. 

The CHairMan. I just want to be practical. 

Senator Kem. My own view is that Reorganization Plan No. 
of 1951 would create an agency that would be worse and more against 
the public interest than the organization that now exists. 

The Cuarrman. All right. I think that would be helpful to the 
committee. This question of abolition is a legislative question, of 
course, and the Banking and Currency Committee has jurisdiction 
over that. 

Senator Kem. Yes, sir; but it seems to me that this committee should 
keep in mind the ultimate objective, which I think ought to be the 


abolition of the RFC. 
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The Cwareman. All right. Assuming that a majority of this com- 
mittee favored abolition, still, with the doubtful prospects of achiev- 
ing that, this committee has got to undertake to pass upon the merits 
of this plan. Now, if this plant went into effect, would that neces- 
sarily militate against the interests of those who seek abolition ? 

Senator Kem. Mr. Chairman, I hope you will not object to my say- 
ing that my observation has been that it is not particularly fruitful 
for the Congress to speculate as to what the President will do with a 
certain bill. 

The Cuarrman. I think it would be more fruitful if we did not, 
sometimes. 

Senator Kem. I remember a situation when the Kerr bill was before 
the Congress. It was frequently said on the floor of the Senate: 
“Here is a bill that the President will sign.” “The President will 
sign this bill.” That was dinned into our ears. Well, it went to 
the White House and was vetoed. Similarly, the chairman, in his 
wide experience, longer in point of time than my own, undoubtedly 
knows of other instances where the intention of the President has 
not been correctly predicted. 

The sound approach is for the Congress to pass legislation that 
ought to be passed. Then it is the responsibility of the President 
whether he signs it or not. He will answer to the people if he signs 
legislation he ought not to sign, or if he vetoes legislation he ought 
to sign. 

The CuarrMan. I can agree with that. But the thing I was point- 
ing up is that you have got RFC now. If you cannot abolish it, 
are you going to leave it in its present state, or are you going to 
revise it ? 

Senator Kem. My thought is that the committee should reject the 
reorganization plan. We should proceed as rapidly as possible to 
pass a bill which will abolish RFC and transfer its useful functions 
to other agencies of the Government. 

The Cuarrman. All right. Let us goa little further, then. 

Assuming that we reject plan No. 1 and we proceed and pass a bill 
to abolish it, assuming we can pass it, or assuming that we either 
pass it or fail to pass it, but it does not become law, then would you 
favor some plan of reorganization, if it is with us? 

Senator Kem. Yes, sir; but not this plan. As I will point out in a 
few minutes, this plan has certain defects which indicate already 
that it should not in any case be adopted. 

The Crairman. All right. I really did not mean to interrupt you, 
but I was trying to get these thoughts before us. 

Senator Kem. I was glad to have your very illuminating questions. 

Senator Humeurey. May I ask a question, Mr. Chairman ? 

On page 2 of Senator Kem’s prepared statement, he states as 
follows: 

So long as the Government stays in the direct lending business, there will be 
those who will exert political pressure. This pressure will bring about the mak- 
ing of unsound loans. And this will be the case no matter which, or what, 
political party is in power. 

That is the general thesis that the Senator holds, that the direct 
lending business lends itself to political pressure and possible politi- 
‘al corruption. Is that correct? 

Senator Kem. That is correct. 
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Senator Humpnrey. And yet the Senator said, and I merely wanted 
to get clarification, on page 4, where he interpolated in his remarks— 
I quote first from his prepared statement : 

The main loan program to stimulate defense plant expansion is to be handled 
elsewhere, presumably under the supervision of Mobilization Director Wilson. 
If a company needs a loan for defense expansion purposes and is unable to obtain 
one from commercial banks, why should not it be permitted to apply directly 
for a Defense Production Act loan. 

Well, all I wanted to find out was, Is not Mr. Wilson working for 
the Government? 

Senator Kem. Wait a minute, if you please. I think the Senator 
from Minnesota realizes that in time of war we have to do things that 
are not done in time of peace, and ought not to be done in time of: peace 
And theoretically, at least, the patriotic ardor of the people saves the 
structure of our society in time of war, when we do things that would 
be harmful under other conditions. 

Senator Humpnrey. I see. 

Senator Kem. I regret the necessity of the Government making 
defense loans. I should like to see that handled under the free-enter- 
prise system. But I recognize that in time of war we have to mobilize 
the strength of the country, and that departures from usual sound 
practice may be necessary, under war conditions. 

Senator Humpnrey. In other words, you still, however, maintain 
your original thesis, that direct Government loans lend themselves 
toward political influence. 

Senator Kem. Oh, yes; and I am quite certain that political pres- 
sure is unfortunately being exercised in the present defense effort. I 
regret it. Iam sorry to say so, but I think there is evidence of that. 

But when enemies are threatening us, I do not know anything to 
do but to go ahead and prepare to defend America, and pick up the 
tools as we find them. 

Senator Humpurey. Even if those loans should be tinged with a 
bit of corruption? Am I to assume that ? 

Senator Kem. Political pressure? Yes. We have never had a war 
that was not followed by investigations that disclosed a great deal 
of corruption. That was true following the Civil War. That was 
true following World War I, World War II, and I am sure it will 
follow world war I114, in which we are now engaged. There is no 
doubt about that in my mind. 

For instance, it has been said that the present administration has 
ordered that no man be appointed to the defense effort at a salary 
of over $4,000 who is not first cleared with the chairman of the Demo- 
cratic National Committee. I regret that. 

Senator Humpnrey. I regret that, too. 

Senator Kem. But I do not know what the Senator from Minnesota 
can do about it at this particular time. I do not know what the 
Senator from Missouri can do about it. We have to grin and bear it. 

Senator Humpenrey. All I want to point out now is: Do you really 
believe that the defense mobilizer, a manager and industrialist, is 
better able by background, training, and experience to pass judgment: 
upon a financial transaction, a loan, than an accredited, honored 
banker, who could be appointed as the Administrator of RFC? 

Senator Kem. I think on the record that Mr. Wilson’s resistance 
to political pressure is far better than that of the present Directors 


of the RFC. 
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Senator Humpurey. I am not talking about the present Directors 
of the RFC. Iam talking about the reorganization plan, where every 
Senator will have his right to vote confirmation or not confirmation. 

Senator Kem. I do not know whom the President would put in 
there if Reorganization Plan No. 1 is adopted. I have heard it said 
a likely appointee would be one of the present Board. 

Senator Humpnrey. We cannot rely on what may be said. 

Senator Kem. I may say that I have not consulted with any bankers 
about the proposal which I have made. I have had letters from 
bankers in my State who want RFC abolished, and also from many 
other citizens generally. I have had literally hundreds of letters 
from housewives, union members, and others who resent bitterly the 
»resent situation, the idea of, as has been said, Mrs. Astor in the White 

Touse with her $9,000 fur coat. That is a matter of resentment on 
the part of our people. And I think if the Congress is well advised, 
it will move rapidly, and surely, to do something about the existing 
situation. 

Senator Humpurey. In other words, you believe, as I understand 
your thesis, that we can abolish an organization which has a creditable 
record 

Senator Kem. Should we not say: Which has a discreditable record ? 

Senator Humpnurey. Which has a creditable record in terms of 
finance from 1932 to 1950; or let us put it at 1948. Let us say it has 
had 16 years of creditable record. Somebody comes along and is able 
to sneak a pastel-colored mink coat in, so we abolish the whole agency 
on the basis of an exposé of that corruption. 

Senator Kem. I do not feel inhibited in criticizing Mr. Truman 
because General Washington or Mr. Lincoln or Mr. Jefferson was each 
a fine President. I do not see that the conduct of the predecessors of 
the present Board is in issue here. 

Senator Humpnrey. No. 

Senator Kem. The question we are dealing with is not a theory. It 
is a practical situation of men who have not fulfilled their public 
trust. And we ought to move in on the situation and move in on it 
promptly. I am presenting here the idea, the thesis as you choose 
to call it, that the RFC should be abolished, because the lending 
activity that it is carrying on is not in the public interest. 

Senator Humpnrey. Well, there have been instances in history 
where men in Congress and men in high public office, in the executive 
branch, have not fulfilled their public trust, but we did not abolish 
Congress or the office of the Executive. 

Senator Kem. No, sir, but sooner or later the American people have 
turned the rascals out, and I think that is what we ought to do here. 

Senator Humpnrey. Oh, we can turn out a President in 1952. We 
can turn out all of these Directors. The Congress of the United 
States if it so desires can take that kind of action. We have the right 
of confirmation. And I want to emphasize this, that the Congress 
of the United States is not without blame. We have had the full right 
of investigation of the character and the background and the ex- 
perience and all of the attributes and disattributes of every member of 
the RFC. Every one had to be confirmed by the Senate of the United 
States. And all I can say is that we did not do a very good job of 
investigation. 
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Senator Nixon. Will the Senator yield at that point ? 

Senator Humpurey. Yes. 

Senator Nixon. I think the point that you make is a good one. I 
would only suggest this, though: that at the time these men come up 
for confirmation we have only their records up to that time before us, 
and I would venture to say that a survey of the records of those in- 
volved in the present RFC scandals would show that they were cor- 
rupted after they became Directors of the RFC and not before. 

| agree with the Senator that we should certainly examine their 
records carefully to see if there is something up to that point when 
they come up for confirmation which would indicate a weakness in 
character or susceptibility to corruption. But I think he would 
agree that generally speaking when those confirmations come before 
us that is not the case. And what is involved here, it seems, is a case 
where men have been appointed, men who possibly up to that time 
have had records which at least on the surface have not been subject 
to criticism on the score of corruption or favoritism and the like, and 
then, after they go in, because of the pressures that are brought to 
bear upon them by reason of the political set-up in the administra- 
tion—and I am not speaking in any partisan sense—by reason of that 
have given way to those pressures, and corruption occurs. 

So I do not think that the answer lies solely or even, substantially, 
half way, for that matter, in the fact that the Senate has failed ade- 
quately to survey the records of these men before they came up. 

Senator Humpnrey. I am not making that as a full case. I say, 
we share. Our colleague, Senator Kefauver, has been investigating 
crime in the United States, and he has found out that police depart- 
ments are subject to pressure. Would the Senator recommend that 

we abolish police departments? He finds that mayors are subject 
to corruption. Would he abolish the office 

Senator Kem. My recommendation is, wherever we find a rascal in 
the police department, he should be turned out. 

Senator Humrenrey. But not abolish the agency? 

Senator Kem. No. 

Senator Humrurey. I am for you 100 percent, then. 

Senator Kem. Because the police department performs a necessary 
public function. The RFC in peacetime, in time of great prosperity 
and particularly in time of inflation, does not perform a necessary or 
even a valuable and useful public function. 

Senator Humenrey. That, of course, is a matter of disagreement. 

Senator Kem. That is the difference between abolishing the police 
department because it happens to have some rascals, and abolishing 
the RFC. 

Senator Humrurey. My point of view, you see, is based upon the 
fact that the economic and statistical record in this countrv shows 
that banking has become corporate banking, chain banking. Inde- 
pendent banking is slowly but surely being obliterated. And there- 
fore there is even greater need for an independent type of loan agency 
that stands as an agency of the Government of the United States. 
Now, this is just a fundamental disagreement on abolition. 

Senator Kem. That is the Senator’s position. 

Senator Humpnrey. That is right. 

Senator Kem. My position is based on the statistical record that 24 
free-enterprise system in America has created and maintained ; 
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standard of living that is the envy of the rest of the world. Many 
people are knocking at our gates wanting to come in and share in 
this free-enterprise system. 

Senator Humpnrey. I want to join the Senator in that. 

Senator Kem. And we ought to defend it in every possible way. 
Now, I think that it would be highly undesirable for us in the Congress 
to take steps that would tend to nationalize or socialize the banking 
system of the United States. 

The Senator spoke a few moments ago about nationalizing our bank- 
ing system. 

Senator Humrnrey. Which I said I opposed. 

Senator Kem. I would assume that would mean putting it under the 
Government. If you oppose it generally, why do you want the RFC 
in a period of inflation doing what you say you oppose ? 

Senator Humpurey. The only thing that the Senator from Minne- 
sota is saying, in joining with the Senator from Missouri in his 
devotion to the free-enterprise system, is that no one agency has done 
more to preserve private banking, insurance companies, utilities, than 
the Reconstruction Finance Corporation in its early stages. No one 
agency has done more in recent years to aid small business, in an 
effort to maintain itself against the ever-growing threat of monopolis- 
tic enterprise in this country, which is neither free nor enterprising. 

Senator Kem. I agree with the Senator that the RFC performed a 
useful function in a period of depression. There is no question about 
that. But the point I make is that when that period passed, and 
we came into a period where it was necessary to fight inflationary 
forces, the RFC, as Mr. Jesse Jones has said, should be given a decent 
burial. 

Senator Humrnurey. The Senator would of course recognize that 
the private banks of this country, since July 1, 1950, have expanded 
their bank credit to the tune of $9,000,000,000, upon which they have 
collected interest. 

Senator Kem. Yes. 

Senator Humpnurey. Now, if we want to attack inflation, we do not 
want to attack this juvenile member here. We should get at the 
granddaddy. 

Senator Kem. As I have said, those banks are being scolded by the 
President, the Secretary of the Treasury, and the Senator from Min- 
nesota. And yet the Senator from Minnesota wants to continue the 
RFC in doing exactly the things that you are condemning the private 
banks for doing, that is, inflating our credit. 

Senator Humpurey. No, the Senator from Minnesota is of the 
opinion that the Government of the United States has a great deal 
more control over the RFC in its loan policies than we have over the 
Chase National Bank or the Continental Bank or the Bank of America 
in California, which are private enterprises which today are operating 
under almost unlimited terms of private banking credit, which is a 
matter of record. 

Senator Kem. Does the Senator from Minnesota take pride and 
satisfaction in the recent record of the RFC under the present control ? 

Senator Humpnrey. The Senator from Minnesota is disappointed 
with the recent record of the RFC. Iam disappointed with the recent 
record of many, many fine institutions in our country. There have 
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been times when some of the finest schools and universities have had 
men in their faculties and men at the tophead that have been guilty 
of corruption. 

I reca iN at one time that one of the greatest universities that I had 
the privilege of attending had its president engaged in the wheat 
market. The president was dismissed. But the university kept on, 
And all I am saying is that what you are doing here is recommending 
that in an effort to get at those that have misused Government trust 
we should destroy the institution of trust. That is like abolishing the 
Christian Church because you have a few sinners in the choir. 

Senator Kem. That would be like closing the university if the uni- 
versity taught principles universally admitted to be unsound, such as, 
for example, that all university officials should engage in the wheat 
market. 

Senator Humpnrey. Well, I shall yield to the Senator. 

Senator Dworsuak. Mr. Senator, I think the record should show 
that the Senate has not confirmed any of the five Directors now serv- 
ing on RFC, and that would include Directors Willett and Dunham 
who are under fire and who have been reappointed by the President. 

The Cuairman. All right, the record will show that. 

Senator Kem. I want to now addrese myself to my second point, 
Mr. Chairman. 

The Cuarrman. I apologize for the interruption. Proceed, Senator. 

Senator Kem. My second point is that Reorganization Plan No. 1, 
considered on its merits, should be rejected. There is reason to be- 
lieve that Reorganization Plan No. 1 was sired by haste out of desper- 
ation. 

On February 5, 1951, the Fulbright subcommittee filed its report en- 
titled “Favoritism and Influence in the RFC.” 

On February 8, 1951, the President, at a press conference, criti- 
cized this report as asinine. 

On February 12, 1951, the President submitted to the Senate the 
names of the five incumbents for confirmation as Directors of the 
RFC. 

Seven days later, on February 19, 1951, the President submitted 
Reorganization Plan No. 1, which, among other things, would abolish 
the Board of Directors of the RFC. 

Senator Nixon. Will the Senator yield at that point for an obsei-va- 
tion / 

Senator Kem. I will be glad to yield. 

Senator Nixon. I know that this particular statement was prepared 
before the Senator came into the hearing room this morning, but J 
would just observe that the chronology that the Senator has just 
related is a very eloquent corroboration of his statement a moment 
ago that no one knows what the President is going to do next. 

Senator Kem. I thank the Senator for the very interesting comment 

Senator Humpnrery. May I say with equal ‘candor that it is also 
a pertinent observation that the President is therefore not quite as 
stubborn as some of his critics have made him out to be. He seems 
to have a bit of fluidity and flexibility. 

Senator Kem. Mr. Chairman, I do not pretend to know the explana- 
tion of these contradictory recommendations. I give the chronology 
without comment except to say these events indicate that Reorganiza- 
tion Plan No. 1 was conceived more in the light of political exigency 
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rather than in the interest of sound administration. There is ample 
evidence within the four corners of plan No. 1 to support this 
conclusion. 

In the first place, under plan No. 1, the officials will have unlimited 
tenure. That is, the Administrator and the Deputy Administrator, 
created by sections 1 and 2 of the plan, are not limited to any fixed 
term. The language implies, as the chairman has already pointed 
out, that they are to be given life tenure, similar to the Justices of 
the Supreme Court or the members of the Federal judiciary. Such 
an arrangement would further weaken the control of the Congress over 
the RFC. 

Under the Government Corporation Control Act, the Comptroller 
General cannot suspend an illegal disbursement by Government cor- 
porations such as the RFC, as he can for other agencies. As Comp- 
troller General Warren has pointed out: 

We can merely report it to the Congress, as we have no power whatever 
to make any such disallowance. 

It is alarming. to think one individual, appointed for an indefinite 
term, operating under the extremely broad powers of the RFC, should 
be entrusted with such vast discretionary control over the public 
money. 

Now, my second and last point is that the official authority of the 
Administrator and Deputy Administrator is not properly restricted in 
the public interest. 

Under Reorganization Plan No. 1 of 1951, the Administrator, sub- 
ject only to the : approval of men of his own choice, can make a loan of 
an unrestricted amount. Under the law, RFC is authorized to have 
outstanding as much as $3,750,000,000 of investments, loans, purchases, 
and commitments made subsequent to June 30, 1947. So far as I can 
find, there is no limitation on the amount of any individual loan. If 
I am wrong about that, I hope members of the committee will correct 
me, but as I understand the law, there is no limitation on the amount 
of any individual loan. There are certain restrictions affecting the 
method in which a loan is disbursed. But there is no limitation as to 
amount. I think this is too much power for the Republic to place in 
any one citizen. 

The only possible curb on this unbridled power of the Administrator 
is the so-called Board of Review, and that promises to be ineffective. 
The reason is that the members of the Board of Review consist of “not 
less than five persons who shall be designated by the Administrator 
from among personnel of the Corpor ation.” In other words, the 
Administrator appoints the Board of Review from his own employees. 
He cannot go outside of his employees. They are not appointed any 
other way except by the Administrator. They are not subject to con- 
firmation by the Senate. The members of the Board of Review are all 
appointed by the Administrator, who may make or break them. Under 
these circumstances they cannot be expected to exercise independent 
judgment. Employees subject to the jurisdiction of the Administrator 
cannot be expected to reverse his decisions. How long would an em- 
ployee so uncooperative as to do so last? We Americans believe in 
checks and balances in our Government. 

The Congress provides for them in its legislation. This commit- 
tee may Ww ell question whether under plan No. 1 an effectual check is 
provided on the vast power lodged in the Administrator. 
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Mr. Chairman, I believe there is no sound reason why RFC should 
be kept alive any longer. 

Its demise is long overdue. 

Doing away with the RFC will serve as a warning to other agencies 
to clean up their houses. 

The Fulbright committee has taken the measure of RFC. While the 
agency is before the Congress, the Congress should give it the coup de 
grace, the finishing blow. 

The Cuarrman. Any questions, Senator? 

Senator Humpurey. Mr. Chairman, all I want to do is to read into 
our record a letter from Senator Fulbright to the Honorable William 
L. Dawson, chairman of the Committee on Expenditures in the Execu- 
tive Departments of the House of Representatives. Since Senator Kem 
has noted with respect and pride the fine work Senator Fulbright and 
his subcommittee have done, I believe the Senator’s point of view is at 
least worthy of careful consideration. Senator Fulbright, in his letter 
to Chairman Dawson of the House committee, said as follows: 


Hon. WILtraM L.. Dawson, 
Chairman, Committee on Expenditures in the Erecutive Departments, 
House of Representatives, Washington, D.C. 

Dear Mr. CHarrMAN: This letter is in response to your request for my views on 
Reorganization Plan No. 1 of 1951. I hope very much that the plan will be 
approved. 

On February 5, 1951, the Subcommittee on the Reconstruction Finance Cor- 
poration, of which I am chairman, filed with the Banking and Currency Com- 
mittee of the Senate, a report on favoritism and influence in the RFC. In this 
report we recoramended the enactment of a bill, S. 514, which would replace 
the present Bourd of Directors of the RFC with a single Administrator (or 
Governor). This bill is very similar to Reorganization Plan No. 1, not only 
with respect to the single Administrator, but with respect to his deputy, their 
salaries, the provision for continuing the Board of Review in statutory form, and 
other provisions. The only material difference is the provision for a Loan Policy 
Board in the reorganization plan, which, I think, may be a significant improve- 
ment over the subcommittee’s bill. 

The reasons for our conclusion in favor of this bill are set out on pages 1, 2, 
and 3 of the report, and I shall not repeat them here. However, I should like 
to say that this bill was the result of considerable thought and careful study. 
It represents the conclusion of the subcommittee, with one dissenting vote, as to 
the best method of preventing, or at least minimizing, the conditions now being 
revealed in our hearings. It has been said that we cannot legislate integrity 
nor can it be brought about by a reorganization plan. Of course, this is true. 
However, the changes in power and responsibility that this reorganization plan 
brings can be helpful in attracting responsible men with a high sense of publie 
service who would not otherwise accept such duties. 

Of course, there are those who say that the only cure for the present conditions 
is to abolish the RFC. Personally 1 do not believe this course is feasible, even 
if desirable. The RFC has a number of important duties in the present mobili- 
zation effort, such as the tin, rubber, and abaci programs, and the defense-loans 
program. Only jast year the Congress provided for the assignment of additional 
duties to the RFC in the Defense Production Act. Even if a majority in both 
Houses of Congress favor the abolition of the REC, which I doubt, it would take 
considerable time to bring such a bill to final passage. Even then I doubt that 
the President would approve such a bill. In the meantime the agency would 
continue to drift under extremely uncertain circumstances. 

To defeat. the reorganization plan on the grounds that the RFC should be 
abolished would merely prolong the present conditions without any assurance 
either that the RFC would be abolished or that it would be restored to a position 
of independence and integrity. 

There are many extremely able and conscientious employees of the RFC, both 
in Washington and in the various branch offices, who can perform their services 
ably and honestly, as they have in the past. I have no doubt that they are 
becoming anxious about their future positions and that they are looking about 
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for other jobs. If the RFC is to be continued, as I think it will for the reasons 
I have outlined, it will suffer irreparable harm unless it can be quickly restored 
to a position which commands public confidence. If Reorganization Plan No. 1 
is approved, and if the President appoints an able Administrator; I believe that 
the leadership of the RFC will be revitalized and that it will perform useful 
and necessary functions. 

In the meantime the Congress can consider what those functions should be. 
Our subcommittee has reported a bill which would more definitely and carefully 
define the powers and duties of the RFC, and it is our intention to bring it before 
the Senate for consideration. The question of the abolition of the RFC can be 
considered then more properly than in connection with the reorganization plan. 
Or its continuation and proper functions can be considered in connection with 
the continuation of certain parts of the Defense Production Act, which otherwise 
expire this year. Under this latter procedure, the Congress could decide whether 
the RFC should confine its functions to those in connection with the Defense 
Production Act. 

I believe Reorganization Plan No. 1 is a sincere effort to correct the present 
conditions in the RFC, and that, as.such, it should be approved by the Congress. 

Sincerely yours, 
J. W. FULsRIGHT. 

I merely wanted that at this point in the testimony because I am 
confident that the chairman of the subcommittee, Mr. Fulbright, who 
has courageously proceeded in terms of a complete investigation, has 
made a study and analysis that comes from hours and hours of pains- 

taking work, and his views should be given weight by every Member 
of the C ongress and particularly by this committee. And I'am happy 
to join with him in his appraisal. 

Also, I should like to have incorporated in the body of our testi- 
mony the comments of the representative of the Citizens Committee 
for Reorganization of the Executive Branch of the Government. 
(The testimony referred to appears on p. 113). Now, I recognize, 
as Senator Nixon has well pointed out, and I thank him for the 
correction, that the Hoover Commission did not make any specific 
recommendation. The general principle of the single Administra- 
tor was an over-all principle. But, as was pointed out, too, by the 
chairman, the Citizens Committee, which has no official status, is 
a private organization, and as such has given its blessing to this 
Reorganization Plan No. 1. 

None of us think it is foolproof. I do not. I recognize the views 
of the Senator from Missouri, and he holds a very honorable and con- 
scientious opinion. This is just a matter of judgment. And I want 
to thank him for the testimony, but I must say that I must join with 
Senator Fulbright in his over-all observation. 

Senator Kem. Mr. Chairman, in connection with what the Senator 
from Minnesota read from Senator Fulbright’s letter, I think it is 
proper to point out that Senator Fulbright at that time thought that 
his committee had completed its task and that the hearings on the 
RFC should be discontinued. He has, according to the press, since 
changed his mind on that question. And it seems to me entirely 
proper to suggest that he may change his mind on this point, too, in 
view of the very important disclosures that have been made, since 
the letter which has been read was written, and other disclosures that 
may follow. 

The Carman. May I say that Senator Fulbright is scheduled to 
testify before this committee, and if he has revised his view s, we will 
have the benefit of them. 

Senator Nixon ? 
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Senator Nrxon. Just so we may understand exactly what your posi- 
tion is, Senator: You favor abolition of the RFC ? : 

Senator Kem. Yes, sir. 

Senator Nrxon. In respect to this specific plan which is before us, 
you believe that that plan should not be adopted on its merits, but 
as related to your position in favor of abolition of the RFC you 
believe that a vote against this plan to reorganize the RFC is 
the best method of obtaining the eventual objective of complete aboli- 
tion, if we favor that? 

Senator Kem, Yes,I do. I think it would be undesirable to adopt 
this plan even if it were a good one, because it would certainly have 
the effect of delaying passage of the legislation that I think is highly 
desirable, that is, legislation to abolish the RFC. 

I favor the adoption of the bill introduced by the Senator from Ohio, 
or the bill introduced by the Senator from Virginia, Mr. Byrd, or the 
bill introduced by myself. 

Senator Nixon. In other words, your advice to those who favor 
abolition is to reject the reorganization plan? 

Senator Kem. So that we can proceed directly to a wise and sound 
objective, which is the liquidation of RFC. 

Senator Nixon. Thank you very much, Senator Kem. That is all. 

The Cuarrman. Are there any further questions ? 

Thank you, Senator. 

Senator Kem. Thank you, Mr. Chairman. 

The Cuairman. I should like to insert in the record, at this point, 
in accordance with Senator Humphrey's request, the statement of Mr. 
Robert L. L. McCormick, Director of Research for the Citizens Com- 
mittee for the Hoover Report, before the House Committee on Ex- 
penditures in the Executive Departments, when Reorganization Plan 
No. 1 of 1951 was under consideration by that committee. 

(The statement referred to is as follows:) 


STATEMENT ON REORGANIZATION PLAN No. 1 OF 1951 By Rorert L. L. McCormick, 
DIRECTOR OF RESEARCH, CITIZENS COMMITTEE FOR THE HoOvER REPORT 


Mr. Chairman, the Citizens Committee for Reorganization of the Executive 
Branch of the Government has analyzed Reorganization Plan No. 1 of 1951 in 
accordance with your verbal request of February 28, 1951. 

As I am sure you will all readily recognize, certain aspects in connection with 
the reorganization of the Reconstruction Finance Corporation are beyond the 
realm of pure management. 

The distinguished task force of the Hoover Commission recommended that 
the Reconstruction Finance Corporation be abolished. The Commission itself 
did not accept the recommendation of the task force; instead, it made three 
recommendations which can be summarized as follows: 

1. That there should be a single administrator for all executive and business- 
type activities and the Reconstruction Finance Corporation is one. 

2. That the Reconstruction Finance Corporation be placed in the Treasury. 

3. That the Congress review the power to make direct loans. 

Reorganization Plan No. 1 of 1951 is in accord with the general recommenda- 
tion that multiheaded bodies are inefficient and are not appropriate for executive 
and business-type activities. 

Reorganization Plan No. 1 of 1951 does not place the Corporation in the 
Treasury as the Hoover Commission recommended. We have prepared legis- 
lation bearing on this matter and feel sure that your committee will consider 
the advisability of our recommendation in this matter. 

The Fulbright subcommittee of the Senate Committee on Banking and Cur- 
rency is at present reviewing the problem of direct lending by the Corporation. 
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In the latter respect, we would like to toot our own horn a little by pointing 
out that the Hoover Commission specifically warned the Congress, as of May 
1949, of the dangers inplicit in direct loans: 

“Direct lending by the Government to persons or enterprises opens up danger- 
ous possibilities of waste and favoritism to individuals or enterprises. It invites 
political and private pressure, or even corruption. Emergencies may arise in 
depression, war, national defense, or disaster which must be met in this way. 
But direct lending should be absolutely avoided except for emergencies.” 

Last year the Citizens Committee opposed the President’s Reconstruction 
Finance Corporation Reorganization Plan No. 24 of 1950—and I might add it 
was soundly beaten. With respect to the present plan, our attitude is the 
opposite because : 

1. The present plan includes structural improvements; last year’s did not. 

2. The Fulbright subcommittee is now making the full review we recommended. 

3. Last year’s plan would have placed the Corporation in Commerce, the wrong 
place; whereas the plan before you does not prejudice our view that it should 
be placed in the Treasury. 

4. The Korean War had not broken out when we testified last vear. 

The Citizens Committee believes that the present plan as proposed by the 
President is not inconsistent with the report of the Hoover Commission, but that 
it falls considerably short gf the objectives stated by that Commission. We 
sincerely recommend that your committee carefully consider and act favorably 
upon the further recommendations of the Commission in this area, 


The CuarrMan. Senator Bricker? We are running a little over- 
time, but we shall be glad to hear from you now, Senator. 


STATEMENT OF HON. JOHN W. BRICKER, A UNITED: STATES 
SENATOR FROM THE STATE OF OHIO 


Senator Bricker. Mr. Chairman, I shall hand my statement to the 
reporter, so that it may be made part of the record. 
(The prepared statement of Senator Bricker follows :) 


STATEMENT OF SENATOR JOHN W. BricKerR 


Mr. Chairman, members of the committee, I appreciate the opportunity to 
appear before you at this hearing on Senate Resolution 75. I want to state 
very briefly my reasons for supporting the resolution and opposing Reorganiza- 
tion Plan No. 1 of 1951. In my judgment, the President's plan for reorganizing 
the Reconstruction Finance Corporation should be opposed regardless of the 
views which individual Senators may hold regarding the ultimate fate of the 
RFC. 

As you know, three bills to abolish the RFC have been introduced in the 
Senate. These bills are Senate Joint Resolution 44, by Senator Kem; S. 1116, by 
Senator Byrd; and S. 11238, introduced by me. A companion bill to 8S. 1125 was 
introduced in the House on March 15, 1951, by Congressman Gamble of New 
York. The mere fact that bills to abolish the RFC have been introduced is not 
sufficient reason for maintaining the RFC in status quo. However, it seems 
clear that by June 30 of this year Congress will have decided whether or not 
to abolish the RFC. It would appear to be an unwarranted waste of time and 
money to reorganize the RFC only a few months prior to its death. 

My bill to abolish the RFC, S. 1128, recognizes that the Corporation possesses 
two types of direct lending authority. The RFC makes nondefense loans to 
business enterprises. If Congress simply abolishes the RFC, as proposed in 
Senator Kem’s joint resolution, the Federal Government will be unable to 
make direct loans to business enterprises for nondefense purposes. The RFC 
has also been delegated authority to make direct loans for defense purposes 
under section 302 of the Defense Production Act of 1950. Even if the RFC is 
abolished, the President could create a new agency to make the direct loans 
authorized by section 302. It is my conviction that the real evil disclosed by 
the investigation of the Fulbright subcommittee is direct Federal lending, and 
that improper influence and political favoritism are simply the inevitable by- 
products of such lending. I do not believe that Congress will risk in. connection 
with defense loans the recurrence of the scandals which have become evident in 
connection with nondefense loans. Some of you may not agree with my views or 
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with those expressed by the Hoover Commission with regard to the evils of direct 
Federal lending. The point which I wish to emphasize, however, is that my 
bill to abolish the RFC also calls for amendment of the Defense Production Act 
of 1950. 

Various titles of the Defense Production Act expire on June 30, 1951. For 
obvious reasons, the act must be amended and extended. When the Banking 
and Currency Committee considers amendments ae the Defense Production Act 
of 1950, I shall offer the substance of my bill, 1123, as an amendment. In 
addition, I believe that the Banking and Careasy Committee will give serious 
consideration to the provision in Senator Byrd’s bill calling for the transfer of 
the RFC’s rubber, tin, and fiber programs to the Office of Defense Mobilization. 

If my proposal to abolish the RFC and to eliminate direct loans for defense 
purposes should fail in committee, I shall offer it on the floor when the Defense 
Production Act amendments come before the Senate. I have no doubt that 
like-minded Members of the House will follow the same procedure there. In 
short, at some time prior to June 30, 1951, both the Senate and the House will 
have the opportunity to vote for or against the abolition of the RFC. I do not 
believe I am unduly optimistic when I say that there is a reasonable chance of 
both the Senate and the House terminating the life of the RFC. It seems 
untimely to proceed with the reorganization of any agency whose days seem to 
be numbered. However, I did not come here wigh the purpose of arguing the 
eventual fate of the RFC. There are many Senators who sincerely believe that 
the RFC shoutd be reformed rather than abolished. From their standpoint, as 
well as mine, the President’s reorganization plan should be disapproved, 

Senator Fulbright has introduced two bills to reorganize and improve the loan 
procedures of the RFC. These bills are S. 514 and S. 515, now pending before 
the Banking and Currency Committee. In my opinion, these bills are far superior 
to Reorganization Plan No.1. If Congress does not abolish the RFC, it is almost 
certain that some of ihe reforms proposed by Senator Fulbright will be adopted. 
However, if plan No. 1 should become law, there is less chance of the Fulbright 
bills becoming law. 

Another important consideration is that the Senate has no power to amend 
Reorganization Plan No. 1. Assuming that Congress does not abolish the RFC 
in June, it should act on the bills introduced by Senator Fulbright. Those bills 
were introduced on January 16, 1951. Since then the RFC investigation has 
revealed the need for changes which were not apparent when Senator Fulbright 
introduced his bills. 

Everyone seems to agree that RFC should either be abolished or drastically 
reformel., If the RFC is abolished, plan No. 1 involves the useless expenditure 
of time and money. If the RFC is to continue, plan No. 1 makes it less likely 
that Congress will take action on the more drastic reforms which are required. 

Senator Bricker. I oppose the reorganization plan submitted by the 
President for two reasons, Mr. Chairman. 

First, I think it is not the way to legislate on the present problem 
that we have before us. I do not think it has been thoroughly thought 
through. I think it is an apology for the past mistakes. And I think 
that if it should be approved it will deter any consideration by the 
Congress of either the legislation submitted by Senator Fulbright or 
the abolition of the RFC provided for in the bills submitted by the 
Senator from Missouri, the Senator from Virginia, or myself. 

I personally favor the abolition of the RFC, as I have for many 
years. I did when we had it under consideration in the Eightieth 
Congress. Then, if it could not be abolished, I favored limiting their 
loaning authority to participation loans with banks. The Senators 
well remember the argument, or the chairman well remembers the 
argument, that was put up at that time—that there were places in the 
country where there was not adequate credit to take care of the needs 
of an expanding industry, and that there were not banks of sufficient 
assets or loaning power to participate in the loan to the extent of the 
need of the industries in those communities. And so we did approve 
an extension of RFC at that time. 





116 REORGANIZATION PLAN NO. 1 OF 1951 


I am fundamentally opposed to direct lending by the Government, 
to political lending, except in unusual times, such as the time when 
this RFC was created. 

That expansion program is adequately taken care of now in the 
Defense Production Act that was passed by the last Congress. The 
President can designate various authorities for the lending to war 
industries or for the rebuilding of our war industries and the produc- 
tion of armaments. 

So, if we approve at this time Reorganization Plan No. 1, in my 
judgment, aver, at it in a practical way, there will be no considera- 
tion given by the Congress to the bills ‘which have been submitted, 
either for the reorganization, which is the proper way to handle legis- 
lation in my judgment, or for the abolition of the Commission or RFC, 
which I think the country largely favors at this time. 

Any political institution, successor to or continuing the present RFC 
would be beset by the same political influences that we have had up to 
the present time. I do no@know whether this committee is fully aware 
of the influences that have been brought to bear, such as taking a com- 
missioner down to the White House, on the part of Mr. Dawson, and 
pledging him to recognize the recommendations from Mr. Dawson and 
from the White House in top appointments to the RFC. 

The CHarrmMan. May I interrupt, Senator? You mean prior to an 
appointment ? 

Senator Bricker. Prior to an appointment. Mr. Dunham was taken 
to the White House and there told by Mr. Dawson that all appoint- 
ments to top positions in the RFC must have the approval of Mr. 
Dawson and the White House authority. That kind of political in- 
fluence, Mr. Chairman, will corrupt and disrupt the proper operation 
of any lending agency. 

The Cuamman. Is that as far as the obligation went? 

Senator Bricker. That is as far as the revelations have gone at the 
present time as far as Mr. Dunham was concerned. 

I do not favor reorganization by Executive plans. I voted for it 
under the pressure of the recommendation of the Hoover Commis- 
sion. I do not think it is a sound way to legislate. You cannot amend 
a proposal submitted by the President in either the House or the 
Senate. 

I submitted, as the chairman well knows, an amendment to the last 
reorganization plan submitted to the President, for war commissions 
or war committees or war programs, the power to amend; and that was 
voted down. I think that we ought to have the power to amend any 
reorganization plan that is submitted. I do not think this is sound 
legislation. It is coming in the back door and relegating the Con- 
gress to a vetoing authority rather than to a legislative body, which it 
actually is and I ‘think ought to be. 

So, first, T am opposed. to direct lending except in unusual times. 
The present unusual period is taken care of under the Defense Pro- 
duction Act as passed by the last Congress. And I think that this 
reorganization plan should be defeated at the present time, because 
it will be a barrier, first, to a reorganization of RFC by proper legis- 
lation, under the Fulbright bill, as it might be amended. Likewise, 
it will prevent adequate consideration to the abolition of RFC. It 
will be very difficult to bring up those bills, which are ready for hear- 
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ing now in the Banking and Currency Committee, if there is an 
approval by the Senate of this plan as there has been by the House. 

I shall be glad to answer any questions. 

The Cramman. Senator, would you like to have your prepared 
statement printed in the record preceding your remarks ? 

Senator Bricker. I would, if the chairman will agree. 

The Cuatrman. That may be done. 

Senator Bricker. I do not want to plow over ground that has 
already been gone over time and time again before the committee. 

The Cuatrman. Are there any questions ? Senator Nixon ? 

Senator Nrxon. Senator Maybank testified yesterday that the full 
Banking and Currency C ommittee was ready to proceed immediately, 
as he put it, with hearings on the various bills that have been 
introduced. 

Senator Bricker. That is right, looking toward consolidating the 
Kem and the Bricker bills in a committee bill that might have some 
of the meritorious provisions of all of them in it. 

Senator Nixon. And at that time, during the consideration of those 
bills, the full committee, the Banking and Currency Committee, in- 

eluding of course the members of the ‘Fulbr ight subcommittee, would 
have the opportunity to consider all of the evidence that has been 
brought out since this reorganization plan was introduced on Feb- 
ruary 19, evidence that was not available when the plan was prepared, 
in determining what should be done with the RFC. 

Senator Bricker. That is exactly right. 

Senator Nrxon. Now, one other point. I recognize that this is 
a difficult question to answer. But could you give any indication 
as to how long you feel the committee would take in consider ing that 
legislation ? 

Senator Bricker. Oh, I have no idea. You cannot tell. I do not 
think it would take long, because we have most of the facts before 
us now that have been brought out by the subcommittee; and it is 
just a question of whether or not we want to reorganize or whether 
or not we want to abolish. 

Senator Nixon. The reason I ask that question is that there has 
been some consideration given to this approach: That what we should 
do now, as a temporary expedient, is to adopt this reorganization plan 
as the lesser of two evils, and that the full Committee on Banking and 
Currency would then come forth with its recommendations at a later 
time. You would not favor that? 

Senator Bricker. I certainly would not. I do not favor taking any 
evils as far as Government is concerned, and for that reason I think 
we ought to give adequate consideration as to what should be done, 
first, toward abolishing the RFC, and second, toward reorganizing 
it by proper legislative procedure. 

I have been notified here also, in response to the chairman’s ques- 
tion of a moment ago, that Mr. Dunham was not only asked whether 
he could make these appointments but was also asked by Mr. Dawson 
if he could work “in harmony” with the Democratic Party. Of 
course, in all these hearings there come the names of Mr. Boyle and 
Mr. Dawson, and the influence that has been exercised by them over 
the operations of the RFC. 

I think it is so bad at the present time that with the personnel 
that is down there, channeled as it is with its influence and contacts 
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throughout the country, it is practically impossible to continue. it. 
And I am fearful that if we do pass Reorganization Plan No. 1 it 
will be set up as a barrier to any further consideration. I spoke to 
that point the other day on the floor of the Senate, for which I was 
criticized; but I did not mean the committee had in any way white- 
washed this RFC operation. But I pointed out that if we do that 
it’willbe in the nature of a whitewash by the Congress of the United 
States of what has taken place in the past, and it will becloud the whole 
issue-and throw up a barrier to further consideration. 

Senator Nixon. Is it not true that the Fulbright subcommittee’s 
investigations have brought out evidences of influence not only among 
the Directors but also among the people in the lower echelons of the 
agency as well? 

Senator Bricker. They had to be subject, of course, to the influence. 
But at times, when recommendations were made by the examining 
authorities, the examiners would be changed, so as to get a different 
report, more favorable to-the lender. 

Senator Nrxon. The point that I am making is this: That simply 
changing the top leadership of the agency, changing from five Di- 
rectors to one Administrator, is not going to solve the problem with 
which we are confronted here, the problem of influence and corruption 
and favoritism, because that influence and corruption and favoritism 
has permeated down through the lower echelons; it is not limited 
simply to the five Directors or the two Directors or however many 
are involved. 

Senator Bricker. The Senator from California is exactly right 
about that, that the whole operation of the program has been such 
as to make it impossible to clean it up by changing the top. And Iam 


fearful that we might get, say, a Dunham appointed as the one top 
Administrator, or some of the others who have been so criticized in 
this report. And political influence would be much easier with one 
man than.it would with five men, as far as that is concerned. It is 
——, for the Senate, in the consideration of these appointments, 


to know just exactly what has gone on prior to the appointment or 
what considerations have entered into it. 

Take, for instance, the case of the Dunham appointment, where he 
was recommended by the national committeeman of the Democratic 
Party in Michigan, although he is a Republican, so registered, and he 
has so voted, I believe. The Senate could not possibly bring those 
facts out before the consideration of the confirmation. I am fearful 
that one man would just perpetuate and maybe accentuate the diflicul- 
ties that we have already had here. 

Are there any further questions ? 

The CuarrMan. Thank you very much, Senator. 

Senator Bricker. Thank you very much, Mr. Chairman. 

The CHatrman. We are sorry that we could not get to you earlier. 

Senator Bricker. Thank you. 

The Cuairman. That concludes all that we shall hear today. 

Mr. Meader, who was here as a witness today, and whom we did not 
have time to hear, desires to file his prepared statement and will be 
available for any questioning later if the committee wishes to question 
him. 

His prepared statement may be made a part of the record at this 
time. 
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(The statement referred to follows :) 


STATEMENT SUBMITTED BY GEORGE MEADER, MEMBER OF CONGRESS FROM THE 
SECOND DISTRICT OF MICHIGAN 


Mr. Chairman and members of the committee, I requested this opportunity to 
appear and be heard on Reorganization Plan No. 1, because my study of the Re- 
construction Finance Corporation, including my service as Counsel for the Ful- 
bright committee between March 7, and August 15, 1950, and my study of 
Reorganization Plan No. 1 as a member of the Committee on Expenditures in the 
Executive Departments of the House of Representatives, have convinced me that 
Reorganization Plan No. 1 should be rejected by the Congress. 

I know you are aware that the House Committee on Expenditures, by a divided 
vote, reported out House Resolution 142, the companion resolution to Senate 
Resolution 76, now before your committee, and that after debate on the floor 
of the House of Representatives, 200 Representatives voted to reject Reorganiza- 
tion Plan No. 1, while 197 favored it. I am sure that the record and report 
of the committee hearing (H. Rept. 188, 82d Cong., 1st sess.), are before your 
committee, as well as the debate in the House of Representatives, appearing on 
pages 2408 to 2421 of the Record of March 13, 1951, and pages 2483 to 2492 of 
the Reeord of March 14; 1951. 

First, I shall state briefly the reasons why, in my judgment, the adoption of 
Reorganization Plan No. 1, at this time, would be unwise. I then would like 
to develop some of those reasons in greater detail. 

One—Structural changes in the Reconstruction Finance Corporation ought 
to be effected by legislation rather than by a reorganization plan. 

Two—Reorganization Plan No. 1 is poorly drafted and, if adopted, would 
raise many serious legal questions. Defects in draftsmanship are beyond the 
power of Congress to cure by amendment. 

Three—The Reconstruction Finance Corporation, due to a series of cireum- 
stances, has been in a state of turmoil and confusion internally. There is 
great likelihood that Congress will take some legislative action with regard to 
the Reconstruction Finance Corporation. Making basic structural changes, at 
this time, through a reorganization plan would multiply the internal turmoil 
within the Reconstruction Finance Corporation and render legislative policies, 
with regard to the Reconstruction Finance Corporation, more difficult of accom- 
plishment. 

Four—Doubts raised as to the quality of top personn | of the Reconstruc- 
tion Finance Corporation, and the decisions made by them, have apparently led 
many persons to advocate the adoption of Reorganization Plan No. 1 as a cure 
for the defects exposed. It does not seem wise to make basic structural changes 
in the Reconstruction Finanee Corporation for the sole reason of ridding the 
agency of individuals whose-performance has been questionable. Other methods 
exist for changing the management of the Reconstruction Finance Corporation, 
which is primarily an executive responsibility. 

Five—The basic provision of Reorganization Plan No. 1, namely, to concen- 
trate vast powers and relatively unchecked control over billions of dollars’ 
worth of public funds in the hands of one individual, relatively immune from 
congressional control, is out of harmony with fundamental principles of a 
democratic system of government, and holds great danger. 


The CHarrman. Due to the holiday season and other considera- 
tions, the committee will recess these hearings until April 3, at which 
time they will be resumed. 

(Whereupon, at 12:20 p. m., the committee recessed to reconvene 
Tuesday, April 3, 1951.) 
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TUESDAY, APRIL 3, 1951 


Untrep States SEnAre, 
CoMMITTEE ON EXpeNDITURES IN THE ExecurivE DerpArTMENTS, 
Washington, D.C. 

The committee met at 10 a. m., pursuant to recess, in room 357, 
Senate Office Building, Senator John L. McClellan, chairman, pre- 
siding. 

Present: Senators McClellan (chairman), O’Conor, Benton, Rob- 
ertson, Mundt, Schoeppel, Dworshak, and Nixon. 

Present also: Walter L. Reynolds, chief clerk. 

The CuamrmMan. The committee will come to order. 

We will resume hearings this morning on Senate Resolution 76 by 
Senator Capehart, expressing the sense of the Congress that Reorgani- 
zation Plan No, 1 be disapproved. 

Senator Capehart, we are very glad to have you this morning on the 

resolution and to have your views in support of it. 


STATEMENT OF HON. HOMER E. CAPEHART, A UNITED STATES 
SENATOR FROM THE STATE OF INDIANA 


Senator CareHarr. Thank you, Mr. Chairman. I do not have a 
ay statement. I do not think it will take me very long. 

The first thing I want to say is that I have always been opposed 
to a one-man administrator. Therefore, I am not arriving at this 
conclusion as a result of the President’s reorganization plan. 

The matter was discussed in our subcommittee, known as the Ful- 
bright subcommittee. The subcommittee wrote a report on a reor- 
ganization bill that was written by Senator Fulbright, and that reor- 
ganization bill called for a one-man administrator. We discussed it 
at times in the subcommittee, and in each and every instance, each 
and every time we discussed it, I was opposed to it and said so. When 
the report was written, I filed a minority report, in which I said I 
agreed 100 percent with everything in the report except the recom- 
mendation that it might be better to have a single administrator. 
Therefore my conclusions and my opinions are not based upon the 
President’s reorganization plan, which calls for a one-man adminis- 
trator; and therefore there can be no politics involved in the matter 
as far as I am concerned, because I was opposed to a one-man admin- 
istrator before the President’s plan was sent up, and said so, not only 
verbally but likewise in writing. 

Now, Mr. Chairman, let us take a look at the history of why this 
so-called Reorganization Plan No. 1 ts before your committee today. 
The Fulbright subcommittee made a report on February 5 of this 
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year. On February 8, the President said the report was “asinine.” I 
do not know whether he said it on that particular ine or later, but 
he said he had the utmost confidence in RFC and its officials and em- 
ployees. Then on February 12, the President sent up or resent the 
names of the five existing Directors for confirmation. Now, that was 
5 days or 4 days after he said the Fulbright report was asinine. That 
was 7 days after the report was submitted. 

We must keep in mind that the President appointed the present five 
Directors, I think, last October. Under the 1948 Reorganization Act 
of RFC, all Directors’ terms were to expire on June 30 of last year. 
That necessitated the President, of course, sending up five names at 
one time for staggered terms. He sent the names of five Directors up 
last year. I think it was in October. At that time he appointed three 
new Directors and kept two of the old Directors. Then, on February 
19, he sent up Reorganization Plan No. 1. 

I think we might : as well tell this committee the truth, at least as I 
see it. I think we ought to have the facts. I think the public is en- 
titled to the facts. 

The only reason in the world why Reorganization Plan No. 1 is 
before this committee is because the Senate Banking and Currency 
Committee refused to confirm the five Directors, and because 
the President of the United States refused, or at least so far has 
refused, or at least has failed, to send up the names of five new Direc- 
tors. Now, had the Senate Banking and Currency Committee last 
October confirmed the five Directors that he sent up, there would be 
no Reorganization Plan No. 1. Had the President of the United 
States sent the names of five new Directors for confirmation to the 
Senate Banking and Currency Committee any time since last October, 
this reorganization plan w ould not be before us. 

The question before us is not whether RFC should be eliminated 
or whether it should not, and I do not propose to discuss that at this 
time. That is an entirely different matter. 

Senator Ropertson. It is a different matter, but it does have some 
bearing. Would you object to discussing it? 

Senator Carenart. I do not know that I would have any objections 
to it when I am through making my statement, but I wanted to im- 
press upon the committee that what we have before us here is Re- 
organization Plan No. 1, which sets up a one-man Director. 

So you have this Reorganization Plan No. 1, because the Senate, 
or the committee of the Senate, the Banking and Currency Committee, 
refused to confirm the five Directors. 

It seems strange to me that the President would call the Fulbright 
committee report asinine and then turn around and resubmit the names 
of the five Directors which the committee had refused to confirm or 
at least had failed to confirm. I am not going to say they refused 
to confirm them, but at least they failed to confirm them. I do not 
suppose if you asked me to prove it I could prove it, but there is no 
question in my mind but what the President of the United States 
knew that the subcommittee and the full committee would not con- 
firm those Directors. And yet in spite of that, after having made 
the statement that he had the utmost confidence in RFC and all of 
his officials, his official family, he resubmitted their names. 
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What does the reorganization plan do? What does it accomplish? 
Well, the only arguments that I have been able to find that anyone 
has put forth in favor of Reorganization Plan No. 1 or in favor of 
the single Director or Administrator is the fact that if you have a 
single administrator you will be able to place responsibility upon him, 
that you will be able to place responsibility upon one man. Well, I 
do not suppose we could find much fault with that. I presume under 
any dictatorship type of government or under any dictatorship type 
of business if one man is the dictator you know exactly where the 
responsibility is. 

The second argument in favor of the plan is that you would get a 
better man or better people to run RFC. Now, I cannot agree ‘with 
that. I do not know why you are going to be able to get a better man 
for RFC under this plan than under the old plan. I just deny that 
that istrue. You might get a better man, yes. You might be able to 
pick one good man better than you would be able to pick five good men. 
I am not going to say that that might not happen. But the likelihood 
of it happening, in my opinion, is just as remote as the likelihood of 
your getting five good Directors. 

Under the reorganization plan as submitted by the President, you 
establish a loan policy board. The question I want to ask is: Does that 
board have authority and responsibility? If that board has responsi- 
bility and authority, then it constitutes a board of directors. And 
that certainly shoots the idea that you are able to place the entire 
responsibility upon the one-man Director. My opinion is that they 
have no responsibility and no authority. They might well have some 
responsibility, but they certainly have no authority, under the wording 
of the reorganization plan. 

First, I might say that this loan policy board is to be made up of the 
Secretary of the Treasury, the Secretary of Commerce, and one other 
person to be appointed by the President from some department, where 
the Senate confirmed his appointment originally, and they are to act 
as ex officio members. The other two members of that board, of 
course, are to be the Administrator, the loan administrator, and his 
deputy. 

Then the plan calls for a review board, a review board to review 
all loans over $100,000. There is nothing particularly new in that. 
They have that now. Because all loans of $100,000 and less have in 
the past been made by the field managers in the branch offices. It is 
only loans of $100,000 or more that come into Washington. 

Now, this review board, of course, is 100 percent under the control 
or will be under the control of the one-man Administrator. They are 
five people—I believe it is five—that he is to pick them from among 
the employees of RFC. Today’s five members may differ from the 
five who would serve tomorrow. The Congress, I do not suppose, will 
ever know who they are. Is anyone so naive as to believe that any one 
of those five employ ees of RFC who owe their jobs to the Administra 
tor is going to in any way go against his wishes? And, of course, the 
plan says s that if the Administr ator decides adversely or opposite to 
any decision that this review board makes, then he must put a note in 
the files giving his reason. It does not say what files or when, but 
just simply that he must put a note in the files giving his reason. Well, 
is Congress going to have access to those notes? Are we going to have 





124 REORGANIZATION PLAN NO. 1 OF 1951 


him send a copy to the Congress of the United States? When are you 
going to check? 

The CuarrmMan. Just at that point: Do you not think that that 
means that he is to place a note in the file of the loan application 
itself, to remain with it as a part of the record of the loan? 

Senator Carenart. That might well be the detail. But my point 
is that they might well do that now. They ought to do that. There 
is no question but what Congress ought to pass some new legislation 
setting up a better system within the RFC. There is no question 
about that. And the able Senator from Arkansas, Mr. Fulbright, 
has introduced a very fine piece of legislation, which I agree with in 
every respect except that it calls for a one-man administrator. Now, 
that piece of legislation is before the Senate Banking and Currency 
Committee at the moment, and they expect to hold hearings on it. It 
is a very fine piece of legislation. But you have not, under this re- 
organization plan, cured a single thing in the RFC. All you have 
done is substituted one man for five. In my opinion, it will be much 
easier to exert influence and favoritism with one man than it will be 
with five men. 

And there is one other thing. Why this Congress should be con- 
sidering setting up a dictator or one-man administrator for RFC, 
which is a bank, I do not know, when every State law in the United 
States requires that banks must have boards of directors. Every cor- 
poration in America requires that there must be a board of directors. 
Why do we want to set up a corporation or have a corporation such 
as RFC, and say to that corporation, “We want the corporation ruled 
by one man and one man only, and that one man will be appointed 
by the President of the United States, subject of course to Senate con- 
firmation, but he can serve for life if the President wishes him to do 
so”? If the first Director happened to turn out to be a bad choice, 
a very, very bad choice, and the President was disinclined to ask for 
his resignation, you would be stuck for many, many years with a bad 
Director, because there is no tenure of office. He goes on and on and 
on until the President asks for his resignation. 

Now, at the moment, even in spite of the Fulbright investigation, 
the President of the United States has refused to ask for the resigna- 
tion of the five existing Directors. In fact, he showed his confidence 
in them after the investigation by resubmitting their names for con- 
firmation. So I again want to say that the only reason why this re- 
organization plan is before this committee is that it is a method to 
get rid of the existing five Directors because the President knows that 
the Senate will not confirm them. I am satisfied he knows it. I could 
not prove that, but he certainly has ways of knowing those things. 
and I think he does know them. Therefore, it is simply a method of 
not reorganizing RFC, not correcting any of the lack of efficiency 
in the RFC, not reorganizing it so that the American people will have 
confidence in it, which they do not have at the moment. Two Direc- 
tors, Mr. Cosgriff and Mr. Harber, both testified, and I have their 
testimony here, that the people no longer have confidence in it. 

I would like to repeat what Mr. Cosgriff said on page 2 of his 
statement: 

It seems to me that if Reorganization Plan No. 1 is adopted, a sufficient 


“breathing spell” for the Reconstruction Finance Corporation will be afforded 
which, I repeat, is most desirable at the present. 
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Now, that statement was made by one of the Directors. He goes 
on and gives some other reasons. He is for this plan. I do not 
know what he means by a “breathing spell.” Does he mean that 
there will be another plan here shortly? Is this just a plan that 
will go along for 2 or 3 or 4 months, and then some other pl: in will 
come? I have no idea what he means by “a breathing spell.” He 
possibly thinks he is going to be the one-man Director. I have no 
way of knowing. Possibly Mr. Harber, one of the Directors, who 
testified for the plan, thinks he is going to be the one-man Director. 
I donot know. He said, on page 2 of his statement : 


The plan establishes a loan policy board to advise the Administrator 
That is Mr. Harber’s idea, and he is in favor of the plan. 
to advise the Administrator * * * 


If they are just to advise, then they have no responsibility or no 
authority. Therefore, this loan policy board, which is composed of 
the Secretary of Commerce and the Secretary of the Treasury and 
one other, is just so much window trimming, if Mr. Harber is right 
that it is only to advise the Administrator. 

You will remember, gentlemen, that when RFC was first organized 
years ago, the Secretary of Agriculture, I believe it was, and the 
Secretary of the Treasury, were ex officio members. And Mr. 
Gunderson, a former Director, testified before the House committee 
that they never attended any meetings, and that they sent their sub- 
ordinates to attend meetings. And that plan was abandoned. 

Another thing we must, I think, take into consideration is the 
fact that the RFC is a corporation, subject to sue and to be sued. 
You are proposing here to put at least two Cabinet members on the 
Board, or at least on the et policy board, and possibly a third 
Cabinet member. The President could appoint a third Cabinet 
member if he wanted to. Now, do we want to subject our Cabinet 
members to be sued? RFC is an independent corporation. It is 
just as much a corporation as the Chase National Bank or the smallest 
bank in America. They are subject to suit, and they can sue others. 
It isa corporation. It ought to be operated asa corporation. It ought 
to have a board of directors. 

Now, Senator Fulbright and I discussed this, and while he and I 
never could get together on one administrator versus five, we did 
discuss in our subcommittee the matter of authority, and I had in- 
tended to amend his bill giving the chairman of the board more 
executive authority. The Chairman of the Board of RFC ought to 
have more executive authority. He ought to be the chief executive 
authority, just as the president of a bank is. He ought to have the 
authority and the responsibility for the everyday operation of RFC. 
He ought to have the authority for the personnel. He ought to have 
the authority for the collection of the loans. He ought to run it 
just exactly like the president of a bank does. But he ought to have 
a directorship made up of conscientious, honest, experienced men, who 
will make the general policy, who will pass upon the loans. And 
it ought to be set up as any other good corporation in America. 
That, in my opinion, is what ought to be done with RFC. 

I cannot see where we help ourselves one bit by, as a matter of 
expediency now, putting at the head of RFC a one-ma.) administrator. 

81512—51——-9 
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And no one thought of the idea—that is, the President did not think 
of it—until, I am certain, the President was positive that his five 
Directors could not be confirmed, which meant that he had to send 
up the names of five new Directors in order to have them confirmed 
by the Senate committee. 

Mr. Chairman, I think that is all I have to say. If anybody has 
any questions, I shall try to answer them. 

The Cuamrman. I should like to ask two or three questions. 

I may premise my questions, however, with this statement. I have 
previously stated in other hearings on this resolution that I regarded 
one plan as wholly inadequate for an effective and wholesome reor- 

ganization of the RFC if RFC is to be retained and not abolished. 
if this plan should be approved, what is there to prevent the Con- 
gress from proceeding to legislate to correct the inadequacies of the 
plan, even to the extent of changing the one-man Administrator, if 
the Congress desires to do so? In other words, what I am trying 
to determine is: How, in your judgment, will the approval of the 
plan affect adversely the opportunity and possibly the duty of the 
Congress to pass legislation reorganizing RFC and setting it up on 
a sound basis, one that Congress and the people gener rally would 
agree is a sound basis, assuming the plan is inadequate ¢ 

Senator Careuarr. You are going on the premise now that a one- 
man Director would be put in temporarily : 

The CuatrMan. No; I am not going on that premise. There is 
no reason why the Congress cannot change it in this legislation. You 
say you have a bill pending that has been introduced by Senator 
Fulbright. 

Senator Carenart. Of course there is nothing to stop the Congress 
from passing legislation to do anything they want to with the RFC 
And they ought to pass some legislation at the moment to correct the 
operation of RFC, because there are some things that ought to be done. 

Now, if you approve this plan, if this committee approves this plan, 
then in my opinion you interfere with the functioning of the Senate 
Banking and Currency Committee in properly consider ing legislation 
to do that which you are talking about. 

The Cuatrman. Well, now, the very point I am trying to make is: 
Something has got to be done. RFC should not continue in its present 
demoralized condition. 

Senator Carprnartr. There is no question about that. You are right. 

The Cuatrman. You say you have a bill. Is it reported out ? 

Senator Carenart. We have a bill before us. 

The Cnauman. Has it been reported out? 

Senator Carenart. It has not. It is before the committee. And I 
think it is the intention of the chairman of the committee to start hear- 
ings on it in the near future. 

Senator Funsrient. Mr, Chairman, may I interject? The report 
is by the subcommittee to the full committee, but they have not pro- 
ceeded pending the disposition of several other things. But the sub- 
committee approved it unanimously except for this particular 
provision, on which the Senator from Indiana dissented. 

The Cuatrrman. I wanted to get the status of it. 

As I understand it, you agree with the provisions of that bill 100 
percent, save and except for the one-man Administrator ? 
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Senator Carenarr. That is correct. And I think maybe there are 
some other things that might well be added to it now as a result of the 
further investigation. 

The CHatrrman. But generally you think that the legislation ap- 
proaches a proper solution / 

Senator Carpenartr. Yes. If the bill called for a Board of Directors 
and a Chairman—and, as 4 say, I shall offer an amendment to that 
bill to maintain a Board of Directors and a Chairman, but give the 
Chairman more authority in the everyday operation of the agency— 
I think it is an ohedlieas bill and ought to be passed. 

The Cuatrman. Would you advise us of some of the provisions of 
the bill, so that we can consider what legislation there might be / 

Senator Carenarr. I do not have it before me here, and it has been 
5 or 4 months since we reported it out. The author of the bill can 
probably do a better job on that than I can. I can get a copy of it. 

The Cuatrman. We will ask him about that. As I understand it, 
the Banking and Currency Committee are agreed on this legislation. 

Senator Carenarr. Unanimously, except where I dissented on the 
one-man Administrator. Now, if you approve this Reorganization 
Plan No. 1, my opinion is that that will be the end of any RFC legis- 
lation for this year. I think it would be very unfortunate. It does 
not necessarily have to be the end of it, but I am fearful that it will. 

The Cuarrman. Well, if we all agree that this plan is inadequate 
and when I say that, maybe I am covering too much territory: but 
let us assume that the plan in itself is inadequate to correct all of the 
evils now existing in RFC and to set it up and reorganize it on a 
proper and sound basis; if the plan is adopted, will it hinder the 
Banking and Currency Committee in reporting out that legislation / 

Of course, 1 want to say for myself that 1 do not think the plan 
is adequate. 

Senator Capenart. You mean the plan before you ¢ 

The Cuatrman. The plan before us. It is not adequate. I want to 
see legislation brought in. I do not have the details of it in mind, but 
I am assuming that if the Banking and Currency Committee wnani- 
mously agree on the other questions of the bill, and the only contro- 
versy is on the question of whether you have a one-man Administrator 
or a Board of Directors, the Congress could settle that, and legisla- 
tion could be enacted at this session of Congress. 

Senator Capenart. Well, if that is going to happen, why do we 
reorganize RFC, here, for a matter of 3 or 4 months / 

The Cuamman. I gave you my view on it. If I vote for the plan, 
I am doing so simply because of the demoralized state that exists in 
RFC today, simply to put someone in there who can hold the thing 
together until the Congress can revamp it. 

Senator Capenarr. Of course, my hope is that this plan will be 
rejected and the President will send up the names of five men, that 
the Senate can and will immediately confirm, and that we will con- 
tinue with the legislation introduced by the able Senator from Arkan- 
sas, Mr. Fulbright, and that that legislation will pass the Congress 
with possibly some amendments to it as a result of our later hearings, 
plus a Board of Directors and a Chairman with more authority, more 
executive authority, than the Chairman has had in the past. That is 
my idea of the proper way to handle this matter. 





128 REORGANIZATION PLAN NO. 1 OF 1951 


The Cuarrman. I wish to say that I think you have pointed out 
some very sound objections to the plan itself. The review board is 
simply nothing but a group of employees who are employed by the 
Director, under his direction, and they would not be in a position to 
act independently, and their authority is simply a recommendation. 

Senator Carrnarr. They have had a review board in the past that 
has operated pretty much the same as this one has. Of course, they 
will argue that the Board of Directors in a few instances or many 
instances overruled the review board; and when they did, of course, 
they got into trouble. They will argue that. That will be one of the 
arguments that those in favor of the one-man Director will put 
forward. 

The Cuarmman, Any questions, Senator Robertson ? 

Senator Roperrson. Senator Capehart, has the Republican Policy 
Committee taken a position under Senate Resolution 76? 

Senator Cargenart. I think they did. Yes, I think they did. 

Senator Rozerrson. I have heard they did. 

Senator Carenart. The policy committee? 

Senator Roperrson. The policy committee. 

Senator Caprnarr. I think they did, yes. 

Senator Roserrson. The majority voted to approve your resolution 
and to support it? 

Senator Carenart. I think it was unanimous. If I remember cor- 
rectly, it was unanimous. I am not certain of that. I have not put 
too much credence to what they did or did not do. 

Senator Roserrson. At previous hearings the distinguished Senator 
from South Dakota, Mr. Mundt, asked a good many questions indi- 
cating that he thought RFC was a form of socialized banking and 
should be abolished. I understand from you this morning that you do 
not agree with that. 

Senator Capenart. Well, I would rather not get into it, because it 
is not an issue before the committee. Frankly, I have some ideas of 
my own as to what should be done with RFC, At least, I think I do. 
I might well change my mind as we listen to the hearings on the Byrd- 
Kem-Bricker bills to abolish it. I will go so far as to say this at the 
moment: That I do not think it should be 100 percent abolished. 

Senator Roperrson. That is what I would assume. 

Senator Caprenart. I think it could be reorganized. If we estab- 
lish a good Board of Directors and a good Chairman with executive 
authority, and have the Congress write certain protections around 
their loaning authority, I think it could be reorganized. 

You must keep this in mind: That it would possibly take 10 years 
to liquidate RFC. It performs other functions besides lending money 
to both small and big business. 

Senator Rozertson. It operates two rubber plants, does it not, syn- 
thetic rubber plants ? 

Senator Carenmart. For example, I will throw this out, as pert of 
my thinking. And I have not definitely made up my mind yet. It 
might well be that we would want to limit RFC.to participation with 
banks, rather than making any direct loans; that they might parti- 
cipate with banks and never make a direct loan, meaning ‘that they 
would guarantee a portion of it. I have been doing a little chee ‘king 
on that, and I find in Indiana, for example, they have 107 participation 
loans at the moment with small business. They are all comparatively 
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small loans, very small; meaning that the banks have handled all 
the details of loaning the money, and all RFC is doing is guaranteeing 
a portion of it. And they have 72 direct loans. I think possibly that 
ratio will follow throughout the country. 

So it might well be that you would’ stop the RFC from making 
any direct Yoans, but let them participate in certain loans under cer- 
tain conditions, with local banks. And that, of course, takes away 
entirely this favoritism and influence, because the local bank handles 
all the details, and they would make the loans and forward them to 
RFC, here, in a way somewhat similar to what FHA does, somewhat 
similar to what they are doing under the Defense Production Act, 
which you gentlemen who are “members of the Senate Banking and 
Currency Committee understand. Under that act, we said that the 
Federal Reserve must handle the loaning, and the local banks or pri- 

vate lending agencies must loan all the money, and it is to be guar- 
anteed, a portion of it, by the Federal Reserve bank. 

Senator Rorerrson. I want to summarize my impressions of your 
testimony, and if my impressions are not correct, then correct me. 

Senator Carenarr. Yes. 

Senator Ropertson. (a) You favor disapproving the reorganization 
plan, because you do not think it is an adequate and proper reorgani- 
zation. 

Senator Carruart. Yes; that is correct. 

Senator Ronerrson. (>) If the Congress authorizes an inadequate 
organization, it will make it difficult and perhaps impossible to get 
an adequate reorganization. 

Senator Carpruartr. That is correct. 

SenatorsRonertson. (c) At the moment, but reserving the right to 
change position, you favor the continuation of the RFC. 

Senator Carenarr. I certainly have not made up my mind that it 
ought to be abolished. I will say this: That I certainly will vote for 
abolishing it unless the Congress does properly reorganize it and 
properly set it up and properly put the shea rds around the loaning 
and possibly limit the amount of money that can be loaned to any 
applicant. And my thinking at the moment is that they should pos- 
sibly be denied the right to make any direct loans, but should parti- 
cipate with existing local banks. 

Senator Ronerrson. And (d), of the proposals that have been made, 
you think the best proposal is the Fulbright bill, assuming it prov ides 
for a Board of Directors and perhaps a limitation on the amount of 
loans and a limitation that they shall be merely participating loans 
with commercial banks. 

Senator Carenarr. That is my thinking at the moment, yes. I 
would prefer the Fulbright bill to this reorganization plan. I would 
like the Fulbright bill much better if it had a Board of Directors and 
a chairman with executive authority, such as the president of any bank 
or any organization has. He is the executive officer. And the Board 
of Directors sit there and make policies, and the Board of Directors 
would pass on the loans. 

The CuarrMan. Senator Benton? 

Senator Benton. Senator, I think you have asked the key question, 
and Senator Robertson has just summarized it. 
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Just as your committee differed on the question of the Board of 
Directors as against the single Administrator, 1 suppose any group 
of men that held hearings on that subject might divide and might 
differ. I do not see why “allowing this reorganization to go through 
now so seriously jeopardizes the chance of passage of what you call 
the Fulbright bill. That seems to me to be the key question, in light 
of the testimony we have had at previous hearings. And why would 
you drop this bill? 

Senator Capenart. I am not going to say it should be dropped, and 
I am not going to say it could not be done, but I am fearful that it 
might not “be done. 

Senator Benton. What would make it more difficult? 

Senator Cargenarr. Oh, just the psychological effect, the fact that 

ou pass the reorganization and you put an Administrator in, and 
e starts with a new broom; and a new broom always sweeps clean 
for a certain period of time, as you well know. Knowing the Con- 
gress and knowing the reaction to these things, I just think that is 
what would happen. I do not believe that you would restore confi- 
dence in the RFC as a result of doing it. I have not the slightest 
idea whom the President might appoint as the Administrator or the 
deputy, or who might be the fifth member on this loan board, 

Senator Benton. In view of what seems to me to be the feeling ex- 
pressed by the chairman and your own feeling, and in view of all the 
newspaper headlines, do you not think it is unlikely that the Congress 
will cease consideration of what ought to be done about the RFC? 

Senator Carruarr. I do not know. Let me say this: I am getting 
off the subject a little bit, but if this Loan Board, consisting of the 
Secretary of the Treasury, Secretary of Commerce, the Administrator 
himself, and the Deputy, and the fifth member to be appointed by the 
President from some existing agency, have authority and responsi- 
bilitv—and if they do not, I “do not know why we want them—then 
you really have a board, have you not? But you have got a board whose 
members have a thousand and one other duties, and a board whose 
members have the right to designate someone else to represent them. 
And they may well designate one man one time, and somebody else 
the other time. Now, that Loan Policy Board is either 100-percent 
window trimming, meaning it has no authority and no responsibility, 
or it is truly a board with responsibility and authority. Now, if it 
has responsibility and authority, then I certainly would rather have 
five men whose duties were 100 percent to look after the interests of 
RFC, than men who are burdened with other problems. 

If they do not have any authority, do not have any responsibility— 
and IT am fearful they would not, because Mr. Harber, one of the 
existing Directors, in his statement before your committee, said that 
they were just to advise—then we are fooling the American public, 
insofar as we are supposed to be doing something here toward reor- 
ganizing RFC. And I do not believe the American people are in any 
mood for Congress to do anything other, now, than a thorough 100- 
percent job of completely reorganizing RFC and setting it up ona 
sound basis where it will function with integrity and honesty and do 
a fine job. 

Senator Benton. It seems to me, Mr. Chairman, that your first 
question, which I will not restate, is the essential question. I have ne 
other questions. 
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The Cuaimman. Senator Schoeppel ? 

Senator Scnorrren. Senator Capehart, under this Reorganization 
Act, and under the law, there is not one single thing that this Congress 
can do about changing the method of the President’s approach to this 
proposed reorganization plan. Is that not true? 

Senator Capenarr. That is correct. 

Senator Scnorrrev. We cannot alter, change, amend, or modify in 
any way. We must either take it, or we must reject it. 

Senator Carenart. That is right. Under the Reorganization Act 
of the Congress, a reorganization plan such as this is not subject to 
amendment or change, whether voted up or down. 

Senator ScnHorrre.. Now, that is the sole question, of course, before 
us. Now, you are a member of the Banking and Currency Committee, 
I think the ranking minority member on that committee. 

Senator Carenarr. That is correct. 

Senator Scnorrret. You personally feel that with respect to what 
is done with this plan, assuming that it is voted up, that is, that it 
is approved; there will still come out of the Banking and Currency 
Committee or out of the Senate, because bills have been proposed, 
some type of reorganization or change in the RFC? 

Senator Careuarr. No; I am fearful that if this reorganization 
plan is approved, that will not happen. And I feel very strongly 
that the Senate Banking and Currency Committee should send to 
the floor of the United States Senate legislation to completely 
reorganize the RFC, 

Senator Scuorrre.. I rather gathered that you were fearful that 
that might actually come into being. But I am wondering if you do 
not agree with me that despite what happens to this, there is going 
to be an attempt made, and one which I think should be made, to 
reorganize and set up—— 

Senator Caprnarr. Oh, I do not think there is any question of that. 
I am confident Senator Fulbright will insist that his legislation be 
considered by the full Banking and Currency Committee, and though 
I cannot speak for the members, I am confident the committee will 
report the bill to the floor of the Senate. 

Senator ScrorpreL. And what you are fearful of is that if this 
plan is approved there will probably be some public sentiment develop- 
ing through various channels to give this reorganization plan an 
opportunity to function before we have opportunity to reorganize it 
by some method that might be proposed in the Congress / 

Senator Capenarr. Yes. 

Senator Scnorrrer. And that is what you are afraid of, and you 
are afraid that that might not result in as expeditious an approach 
to this matter as would be possible if this reorganization plan were 
defeated ? 

Senator Carenarr. Well, of course, as you know, I am opposed to 
a one-man Director and was opposed to a one-man Director prior to 
the President’s sending up this plan. So I am not a Johnny-come- 
lately in respect to that matter, and there is certainly nothing political 
in it as far as I am concerned, because I just do not think it is good 
management, and I think we would regret the day that we would do it. 

Senator Scuorrret. Now, I am going outside the field of what we 
actually have before us, namely, the acceptance or the rejection of this 
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plan. But considering now the possibility of changes being made in 

the RFC, I listened to What you had to say about some type of an 
RFC remaining. And I am open-minded on that. But you have 

had a lot of experience, Senator Capehart, with businesses, and I 

know you are interested in small businesses. Now, do you not think 

that there is a basic need for some type of assistance should the banks 

of this country fail, as they have in a lot of instances, even in this 

period of easy, ready, plentiful money, to give to small businesses the 

opportunity to have funds at reasonable rates of interest ? 

Jo you think that the reorganization, whatever it might be, of the 
RFC, should keep that door open on some kind of a fair, legitimate 
basis / 

Senator Caremart. Well, as I said a moment ago, I have an open 
mind on the matter, and I have been giving considerable thought, as 
a member of the Senate Banking and Currency Committee, which, of 
course, will have to take part in it, to the point that the RFC might 
well be limited to participating with banks. That would, of course, 
be doing exactly as you have described. It would be getting away 
from direct lending, which is that which creates favoritism and in- 
fluence and I think has caused all the trouble. And I think the ex- 
posures as a result of the Fulbright committee’s investigation were 
due to favoritism and pressure because RFC was making direct loans. 
And had they been handling it through the banks, you would not have 
have had that situation. 

I certainly have not made up my mind yet, and will not until I listen 
to the hearings, as to whether RFC should or should not be completely 
100 percent, eliminated. 

Senator Scuorere.. Those are all the questions I have. 

The CHarrMan. Senator Dworshak ? 

Senator Dworsnak. Senator Capehart, I think you will agree that 
political influence, favoritism, and corruption have adversely affected 
the effective functioning of RFC and destroyed the confidence of the 
people in that agency. What, in your opinion, can be done to over- 
come this bad situation and, if RFC is to continue functioning, enable 
it to do a real job? 

Senator Carenart. New legislation, on the part of the Congress, 
which will reorganize the agency and place certain safeguards around 
it, and legislation that will eliminate the things happening that have 
happened. And the President appointing a Board of Directors con- 
sisting of strong men. I do not want to leave the impression that if 
the President sent the names of some of the present Directors they 
would not be confirmed. All I know is that the committee has at this 
time failed to confirm any one of the five. It might well be that you 
would want to change the name of the agency. I question that. I do 
not see much object in that. I have seen it suggested. 

I want to say that a great majority of the newspapers in Indiana 
are for completely abolishing RFC. I would say 90 percent of them 
are, and they have so stated. But I still have an open mind on it. I 
shall be for abolishing it unless the Congress reorganizes it and puts 
certain safeguards around the loaning agency. 

I think we can say, and Senator Fulbright is maybe closer than I 
have been to it, that much of the trouble that we found started about 
2 years ago, when the Directors and the agency seemed to disregard 
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public interest in making loans and started just making loans to 
almost anybody who wanted a loan, and failed to adhere to the policy 
that the loan should be made in the interests of the people in a given 
community, rather than the interests of the shsckholders or those who 
were going to make money as a result of the loan. 

Senator Dworsnak. Do you not think, Senator, that that policy is 
not entirely the result of any weakness or ineptitude on the part of 
any of the Directors, but rather that with Presidential acquiescence 
RFC degenerated into a political auxiliary and was utilized to re- 
ward political friends ? 

Senator Carenarr. Yes. 

Senator Dworsuak. And probably to punish political enemies? 

Senator Carenart. Yes; I do not think there is any question about 
it. I think it really began to get bad about 2 years ago. 

Senator Dworsuak. How are you going to have any assurance that 
that policy will not continue during the next couple of years, regard- 
less of what reorganization of RFC may take place / 

Senator CarrHart. You certainly cannot legislate honesty and in- 
tegrity. It just cannot be done. But you can put certain safeguards 
around people, which help to keep them honest and efficient. 

Senator Dworsuak. It has been assumed that five Directors have 
been honest and have had integrity in the past, but apparently there 
have been departures from honesty to the extent that RFC has not 
functioned in the public interest. 

Senator Capenart. It certainly has not functioned in my opinion 
in the public interest in every respect, in every instance. 

Senator Dworsuak. In other words, it is not so much a matter of 
procedural ethics, but rather it is a question of personnel, and it is 
most difficult, under the cloud of political favoritism which has pre- 
vailed in Washington for some time, to insure operations on the basis 
that RFC will serve the purposes which it did during many of the 
years past. 

Senator Capenart. Any time you have a Government agency loan- 
ing money direct to people, the inherent characteristics of that sort of 
thing lend themselves to influence and pressure, and it is awfully 
hard to take it out. That is what we ought to try to do, and I think 
can do by legislation. 

Senator Dworsuaxk. You want to eliminate the political motives 
in the operation of RFC? 

Senator Capenart. That is right. And one of the ways to do that, 
of course, would be to deny them the right to make any direct loans 
and have them only participate with private lending agencies. 

The CHamman,. Would you also deny the right of Members of 
Congress to petition the RFC to grant loans or assistance 

Senator Carpenart. A Congressman certainly should not go any 
further than representing his constituents. I do not think you can 
ever deny a Congressman or a Senator the right to represent his con- 
stituency. If you did, I am afraid his constituency would feel that 
they were not being served properly. 

The Cuarrman. And he might not be reelected ? 

Senator Capenarr. Well, I think they expect it. A representative, 
of course, is a representative of the people, and the idea originally 
was that the representative would represent a given number of people 
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and he would be their representative in Washington and someone 
with whom the people in that given district could communicate, and 
that he would serve them. 

Senator DworsHak. Do you not think, Senator Capehart, that that 
influence by Members of Congress has been somewhat restricted or 
limited to members. of the majority party ? 

Senator Carenart. For example, if you denied RFC the right to 
make direct loans and let them participate with the local bank, the 
local lending agency back home, then you stop pressure and favoritism, 
because if there is any favoritism or pressure it has to be used on the 
private lending agency back home. They are all home folks back 
there. They ought to know what they are doing. 

The CuarrmMan. Are there any other questions ? 

Thank you very much, Senator C ‘apehart. 

Senator Carenart. Thank you, sir. 

The Cuarmman. Senator Fulbright ? 


STATEMENT OF HON. J. WILLIAM FULBRIGHT, A UNITED STATES 
SENATOR FROM THE STATE OF ARKANSAS 


Senator Futsrigur. Mr. Chairman, I appreciate very much the op- 
portunity to appear before your committee. I have a written state- 
ment, which was prepared after looking at the transcript of previous 
hearings of your committee. It is fairly long. The thought I had in 
mind was that there were several points which had not been covered in 
previous hearings, and I thought it would be helpful to the committee. 


It brings together, I believe, in a fairly orderly way, some of the argu- 
ments in favor of this reor ganization plan. 

The Cuarrman. Would you like to read your prepared statement, 
sir? 

Senator Futsrienr. I would not like to, but I think it might be the 
proper thing to do. I never do like to read them, but I wonder if it 
would not be the most expeditious way to cover the several points 
which are necessary for the record. 

The Cuarmman. If you think that is the best way to present your 
views, Senator, you may proceed. 

Senator Futsricut. There are one or two preliminary points, if I 
may refer to them, before I read my written statement, because I think 
they will high light, perhaps, some of the difference between Senator 
Capehart and myself. 

In the first place, I very distinctly do not regard the RFC as a 
bank. I do not think that it is and should be regarded as simply 
another bank belonging to the Government. I think it is an agency 
designed to achieve a certain purpose, which is not a banking purpose. 
It is not operated primarily for profit. I think the administrator 
is there to carry out the will of this Congress. If one wishes to use 
the analogy of a bank, I think the Banking and Currency Committee 
of the Senate and the House could be regarded as the board of 
directors, the policy-making body. So we differ quite definitely as 
to the whole philosophy of the RFC. 

I can see no justification for it whatever if it is to be regarded 
simply as another bank. We have plenty of banks, and many of 
them are better than the RFC, if we judge by the usual, traditional, 
orthodox standards of banking practice. 
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So there is a very definite disagreement as to that part of it. 

I personally do not think I would support the continuation of it 
if it is to be run in the same fashion as it has been during the last 
few years; that is, with a Board of Directors of men whom I regard 
as mediocre in stature. And I do not think it would be possible to 
attract men of real ability to such a Board. I think, if we are not 
permitted to reorganize it, at least somewhat along the lines that 
the subcommittee has suggested, I would be perfectly willing for it 
to be eliminated. 

This brings me to the other point; I think the principal reason 
for the opposition to this reorganization plan comes through a coali- 
tion of two or three elements, one of the principal ones being those 
who do wish to abolish the RFC. I think it is quite legitimate for 
people to take the position that it ought to be abolished. The task 
force of the Hoover Commission so recommended, although the 
Hoover Commission itself did not. But that is a legitimate way to 
look at it. 

I do not think it is quite proper to mix these two things together, 
because we are confronted with a difficult problem of administration, 
even though the Congress eventually does abolish it, which they can 
do by a law. 

The Cuamman. I may say to you that in the hearings we have 
undertaken not to confuse the issue by going into detail on why it 
should be abolished. We have tried to confine the testimony prin- 
cipally to the plan, the merits of the plan. 

Senator Futsricnt. That is what I wanted to address my remarks 
to. But it does seem to me that the objective of those who say they 
do not wish to abolish it, and yet do not wish it reorganized, is to 
simply keep it in a state of suspended animation, at least until Novem- 
ber of 1952, as a horrible example of Democratic ineptitude. In 
that fashion they think it would serve a good purpose. 

On February 5, 1951, the Subcommittee on the Reconstr iction 
Finance Corporation filed with the Banking and Currency Committee 
a report on favoritism and influence in the RFC. In this report we 
recommended the enactment of a bill, S. 514, which would replace 
the present Board of Directors with a single administrator (or Gov- 
ernor, as we called it in the bill), This bill, for all practical pur- 
poses, is identical with the reorganization plan, with one exception 
to which I shall refer later. For this reason I should Fis to read 
excerpts from our report, at this point, because, obviously, they apply 
with equal force to the merits of the plan. And this is the part which 
I referred to which has not been put into your record and I do not 
think has been brought to the attention of the committee. 

These excerpts are from pages 1, 2, and 3 of the report, as follows: 

The purpose of this change (that is, in the form of management of the RFC) 
is to strengthen the management of the Reconstruction Finance Corporation, and 
in this way to enhance its true usefulness during the difficult periods which lie 
ahead of the Nation. 

During much of its existence, RFC operated successfully under the super- 
vision of a Federal Loan Administrator, whose authority transcended that of 
the RFC Directors and who functioned, in practical effect, as the general man- 
ager of RFC. In 1947, for the first time since 1939, the Board of Directors be- 
came the governing body in RFC. 

The position of Governor of the RFC would be a position of considerable 
responsibility. It should attract the interest of a man of adequate stature and 
background. Such a man would not be attracted by the prospect of serving 
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as one of five directors with the possibility that his four colleagues would be 
of mediocre stature and background. 


I may say I think this is an extremely important point with regard 
to obtaining good management in the RFC 

The organization structure proposed in this bill will make it pos- 
sible for the Government to take into its employ for this position a 
leader who would not otherwise be willing to devote his efforts to the 
public service. 


A single administrator has proven successful in such lending agencies as the 
Farm Credit Administration and the Rural Electrification Administration, and 
the history of the surplus-property agencies affords an interesting analogy. 
In the words of the Senate Committee on Expenditures in the Executive De- 
partments, Eightieth Congress: 

“In actual operation, the three-man Surplus Property Board failed to ac- 
eomplish its primary objective. * * * The unwieldy three-man Surplus 
Property Board was therefore abolished and replaced by a single Surplus Prop- 
erty Administrator.” 

The study recently made by the subcommittee has shown that, in a five-man 
board, it is possible for the individual members to avoid, obscure, or dilute their 
responsibilities by passing the buck from one to the other, or to subordinate 
employees of the Corporation. There have been instances in which individual 
members of the Board have brought about the approval of loans by interference 
in the work of subordinate employees and in disregard of established operating 
policies of the Corporation. In these cases the applications would otherwise 
have been rejected. There have been instances in which important loans were 
made upon the affirmative vote of a minority of the Board members. 


I may say that was the case of the famous Texmass loan. Only two 
of the five affirmatively voted for that loan. 


There has been a large number of instances in which the Board of Directors 
has approved the making of loans, over the adverse advice of the Corporation’s 
most experienced examiners and reviewing officials, notwithstanding the absence 
of compelling reasons for doing so and the presence of convincing reasons for 
not doing so, 

Under the organization form proposed in this bill the sidestepping and diffu- 
sion of responsibility would no longer be possible. If the management of RFC 
were vested in one man there would be no way in which he could escape the 
responsibility for the Corporation’s acts. This change should greatly strengthen 
the control which the Congress will exercise on behalf of the people of the 
Nation over the lending of public money to private individuals and business 
concerns. 

With the enormous growth which has taken place in the Federal establish- 
ment since the beginning of the Second World War, there has been a great in- 
crease in the number of — who must be appointed by the President to 
important p@sitions in the Government. The number of appointments which 
must be reviewed for confirmation by the Senate has also increased. Necessarily, 
the relative importance of each appointment and the relative degree of high-level 
attention which can be given to the selection of officials has decreased accord- 
ingly. In recent years the appointment and confirmation of the Directors of 
RFC have not received the full and careful study they deserved. 

The change proposed by the bill will enhance the prestige of the RFC manage- 
ment sufficiently so that the President, in all probability, will give his personal 
attention to the selection of the Corporation’s Governor. It is probable also 
that the qualifications of a nominee for this position will be examined with con- 
siderably more care in the Senate than would the nominations of five men ap- 
pointed to a board. 


Senator Scnorrrent. Mr. Chairman, might I ask a question there, 
which will just take a second? 

The CHatrmMan. Senator Schoeppel. 

Senator Scnorrret. Some changes have been made by the present 
management of the RFC that cover certain of the points that the 
Senator has just brought out here ¢ 
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Senator Futsricut. That is correct. 

Senator Scnorrren. Senator Fulbright, probably some of those 
changes that were put into effect came about by reason of the hearings 
that were being held by your committee, pointing out some of the 
glaring defects; is that not correct ? 

Senator Fu.sricgur. We had those in one of the hearings recently. 
I believe there were six changes. Four had been directly recom- 
mended by the committee last summer. We were very glad to have 
them put in. But they did not originate with this present Board at 
all. Imean, they had not thought of them or or iginated them. They 
simply put into effect the recommendations developed in our hearings. 

Well, one was more than a recommendation. A year ago last 
summer the Senate passed a bill preventing the employment by bor- 
rowers of employees of the RFC. It died in the House, but the 
Senate actually unanimously passed such a bill. Now the Board has 
by regulation put that into effect. The regrettable thing is that at 
the time we had that bill up the Board itself opposed the bill and 

resisted putting it into effect up until recently; that is, until this last 
fall. But the same could be said of several of the other changes. 

As the committee knows, the reorganization plan creates a Loan 
Policy Board, composed of the Administrator of the RFC, and his 
Deputy, as Chairman and Vice Chairman; the Secretary of the Treas- 
ury; the Secretary of Commerce; and one other member designated 
by the President from among officers of the United States who are 

required to be confirmed by the Senate. The provision for this Board 
is the principal difference between this plan and the subcommittee’s 
bill. 

The functions of this Board are to establish general policies—par- 
ticularly with reference to the public interest involved in the granting 
and denial of applications for loans and with reference to the coordi- 
nation of the functions of the RFC with other activities of the Gov- 
ernment. These policies are to govern the granting and denial of 
loans by the RFC. The decision to grant or deny a particular loan, 
however, would be the responsibility of the Administrator. 

Now I may say that, in the examination of the RFC for the last 
year, one of the principal troubles was over this question of public 
interest and the broad policies, as to whether or not the RFC should 
interest itself, under the existing economic conditions of a particular 
time, we will say in unemployment relief, or whether or not there was 
a lack of capital, or whether or not the activity carried on was in the 
public interest, meaning that it contributed to the legitimate interests 
of the people as a whole. To use one illustration that I think is a 
clear one, there was no public interest on the part of the people of the 
United States in helping create a gambling establishment—a gambling 

vasino—in Nevada. That seemed to us to be a very clear case. We 

‘an go through all degrees from that down to those that are clearly 
in the public | interest. That is the purpose of this Board—to advise 
the Administrator as to the broad policy and not to pass upon indi- 
vidual loans. 

The other major function is to coordinate the policies when it comes 
to a question of fiscal policy, as at the present time, w 4 n we are in an 
inflationary period. And, if IT was on that Board, I would say we 
would advise the RFC to be very stringent in the granting of credit 
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under present conditions; whereas if we should return to a period 
such as 19 32, we obviously would say, “Now is the time to be much less 
stringent.” That is the purpose of the Board—I think a very legiti- 
mate purpose. It is an advisory board on broad policy. And I per- 
sonally think it is quite a proper board and should not have authority 
to pass upon individual loans, which is the responsibility of the 
Administrator. 

My own feeling is that this question of unemployment is one which 
warrants interference only when unemployment is a national problem. 
If we take the other view, that it is of interest to the particular plant, 
then I would say every defunct or ganization qualifies. The net result 
of that if applied literally would be the complete freezing of your 
economy, the prevention of any obsolescence and new growth. ‘You 
would just. freeze it as it is, and every existing company could come 
and get a loan when they were bankrupt because they were obsolete 
and no longer had a needed public function. So I oppose that view. 
And even though the people in Reno thought that was a legitimate ac- 
tivity and one that has a public interest, I would not go along with 
that. Nor would I go along, in a period of high employment, ‘with a 
proposition where someone comes in and Says, “T want a loan, because, 
if you do not give me one, my employees,” fifty or a hundred or 
thousand, “will be out of a job”—if that is the only reason. Sear 
that is not a good reason in a period of high employment. That is 
the time when badly run companies or obsolete companies ought to 
go out of business. And their employees can more easily find employ- 
ment in another activity. Whereas, in 1932, employment was one of 
the major problems. That is a time when a person could come in 
and say that unemployment would result, and it would be obvious 
that there would be other reasons than obsolescence behind the need 
for a loan. 

So I think it is a function which, in a sense, the committee of the 
Congress should be performing, and does, except that we do it periodi- 

cally, once a year perhaps, whereas this Board would be there continu- 
cane for advice tothe Administrator. Therefore, I do not think it isa 
Board that should be dismissed as of no importance at all. I think it 
is very important. I would say that this argument over whether or 
not. a loan was in the public interest rec urred more often than any 
other single thing and brought about some of the gravest differences 
between the committee and the Board of Directors of the RFC. Take 
the Texmass loan. Our real objection in the beginning was on this 
matter of public interest. It was going beyond what we thought they 
were warranted in doing. And these misdeeds were frills that grew 
up around this central inquiry as to whether or not they were operat- 
ing in the public interest. I only want to emphasize that in my opin- 
ion this Loan Policy Board is a very useful device if it operates as I 
hope it will. 

Senator O’Conor. Senator, could I ask a question right there? 

The Cuarrman. Senator O’Conor. 

Senator O’Conor. Senator Fulbright, do you not feel that the Loan 
Policy Board is particularly necessary in such an institution as this, 
with its magnitude, having in mind the desirability, for example, of 
diversification of loans, and other things? And that, if there is any 
need for such a Board in the ordinary financial institution, it is all 
the more necessary in such an institution as the RFC? 
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Senator Futsrient. Yes. In a sense that is what the board 
directors of a big bank does. The board of directors of a large bank, 
as I think everyone knows, does not pass upon individual loans. 
Every successful bank I have known anything about, and even the 
small banks in my home town, are invariably actually run by one man. 
He is the boss. Now he consults his board on general policies; but 
they have a review committee of that board which functions almost 
invariably simply as a check, but in accord with the executive officer, 
who usually is the president in the smaller banks. I may say that 
later on I have in my statement a letter from Mr. Fleming, formerly 
head of the American Bankers Association and now I think chairman 
of their federal advisory committee, which endorses this organization. 

I am inclined to think this provision is meritorious. | had hoped 
that the fifth member of the Board would be a representative of 
the Federal Reserve Board, in order that it might have a voice in the 
coordination of the RFC’s loan policies with the monetary and credit 
policies of the Federal Reserve Board, which has primary responsi- 
bility in that field. However, I do recognize the necessity of co- 
ordination with the defense production efforts, particularly in the 
near future. This can be accomplished by naming the National Pro- 
duction Administrator as the fifth Loan Policy Board member. 

I think there is value in giving the Secretaries of Commerce and 
Treasury a voice in the loan policies of the RFC. The Commerce 
Department is, of course, the Department responsible for Federal 
business programs. It is usually headed by an outstanding repre- 
sentative of business or industry. The Treasury Department, usually 
headed by a banker, should be the source of information on the avail- 
ability of credit from private banking, the reasons for any “credit 
gaps,” and the extent to which the RFC should go in filling those 
gaps. As members of this committee know, from previous testimony, 
this is a question of no small importance in determining the proper 
role of the RFC. 

Section 7 of the reorganization plan is another very important im- 
provement in the organization of the RFC, in accord with the sub- 
committee’s recommendations. It provides for a statutory Board 
of Review, of not less than five members, to be designated by the 
Administrator from among the top career officers. 

The performance of the present review committee associated with 
the RFC office in Washington has been most encouraging to me and 
to the other members of the subcommittee on RFC. This review 
committee is composed of five of the most seasoned loan examiners 
of the RFC. They have shown integrity and independence to an 
exceedingly high degree, and they have shown it consistently under 
circumstances which must to them have been most discouraging. 

The review committee was created by the RFC many years ago. 
In recognition of its value, and to make certain that its independence 
shall not be impaired by the events of any future period, the bill 
and the reorganization plan propose the continued existence of the 
review committee by law. 

The provision for the statutory review board should meet the ob- 
jections of those who believe that collective judgment be exercised by 
expert, nonpolitical career employees. The final responsibility always 
would be fixed on the Administrator. 
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I would hazard a guess, although we did not calculate it, that at 
least 90 percent of the loans which you read about which were con- 
sidered bad or not in the public interest were loans which the exist- 
ing review committee turned down, and their opinion was reversed 
by. the Board of Directors. So, we feel very strongly that the mis- 
management is highly concentrated in the Board of Directors in the 
RFC and not in the review committee or subordinate employees, with 
a very few exceptions, and those exceptions are largely due, we think, 
to interference by the Board of Directors, directing affairs. 

So, actually, all this does is to put into law a Committee that is al- 
ready there. We simply feel that it guarantees a Committee which 
we thought has proven its usefulness during the last several years. 

The Subcommittee on RFC has been amazed to learn that many 
of the loans made by the RFC in the past 2 years have been made 
by the Board over the strong objection of its advisers and without 
the creation of any record of ‘the reasons why the advisers were over- 
ruled. ‘That is the point Senator Capehart referred to a moment 
ago. And, when these were reversed, not a word was put in the 
minutes of the Board indicating why they were reversed. This has 
been one of the principal obstacles to the efforts of the subcommittee. 
That was the contrast. You could always go to the Review Commit- 
tee and see exactly what they thought about it. They gave the reasons 
why they turned it down. You w vould go to the Board of Directors’ 
minutes, and they never said why they reversed the Review Committee. 
They just reversed it. 

These records, with a statement of the Administrator in any case 
where he overrules the Review Board, made at the time of the deci- 
sions, and available for congressional and public scrutiny, can furnish 
a very positive check against irresponsible action. 

The reorganization plan, in keeping wth the subcommittee’s bill, 
provides for salaries of $17,500 and $16,000, respectively, for the Ad. 
ministrator and his Deputy. These salaries are as high as was thought 
could be allowed, in keeping with those paid corresponding officers of 
the Government. They should offer some inducement to men of char- 
acter, independence, and stature. They go as far as practicable, in 
compensation for positions of high responsibility. They add prestige 
and rank, giving evidence of the ‘importance with which Congress and 
the Executive regard the offices. 

The objection ‘has been made that this plan gives too much power 
to one man. There are, of course, some important checks upon that 
power in the reorganization plan, which I have already discussed. 
Congress can provide additional checks by legislation, if it thinks 
it necessary. 

The Hoover Commission answered this argument, in its report on 
the General Management of the Executive Branch, page 2, when it 
said: 

Strength and unity in an executive make clear who is responsible for faults in 
administration and thus enable the legislature better to enforce accountability 
to the people. 

After all, the other side of the coin of power is responsibility. 
One goes with the other, and I think we have to make a choice be- 
tween power and responsibility on the one hand and subservience and 
recklessness on the other. 
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A collateral argument is that one man is easier to influence than 
five men ; therefore, we are more likely to get influence and favorit- 
ism in the case of one than in the case of five. This, of course, pre- 
sumes that the one chosen will be of the same caliber as the five. I 
have already discussed this, and given you reasons why I do not think 
it 18 so. 

However, I should also mention that, in my opinion, it was not 
necessary to influence every member of the recent RFC Board, or 
even a majority. I cannot offer absolute proof of this, but it is my 
considered opinion that in many cases it was only necessary to influence 
one member of the Board. I believe that in cases whe ‘re one member 
took a firm position the other members were inclined to bow to his 
wishes, rather than to exercise independent judgment. A certain 
amount of this is inevitable on any board or committee. 

This defect in the Board system is illustrated by what happened in 
the Dallas agency. The investigating unit of the RFC, which, inci 
dentally, is a very capable and intelligent group of men, headed by 
Mr. Cotter, investigated the Dallas agency, which was in a state of 
turmoil because of the activities of one employee and his efforts to 
undercut and embarrass the agency head. The investigating unit so 
reported to the Board, with the recommendation that this man be fired 
forthwith. One member of the Board, in my opinion, motivated by 
political considerations, took a very strong position against firing this 
employee, unless the agency head was also fired. Asa result, nothing 
whatever was done, and the Dallas office continued in a state of dis- 
ruption for several months. 

One of the objections which has been voiced to the plan is that it 
destroys the bipartisan character of the Board. 

If ever the theory and practice of the bipartisan board has been 
damaged, if not destroyed, it has been in this case. What is needed, in 
the RFC, is an unpartisan or nonpartisan administration. This is not 
to be acquired by a provision for selection upon a partisan basis. 
To do so invites circumvention. What is needed is character and in- 
dependence. Neither the Democrats nor the Republicans have a 
monopoly on men of character, and they cannot be identified by their 
party label. This type of man is induced to serve his country when he 
is given a position of trust, responsibility, and authority. 

Objection has been raised to the indefinite terms of office of the 
Administrator and his Deputy, under the reorganization plan. 

I understand that the effect of this is to make these terms at the 
pleasure of the President. The alternative would be to provide for 
fixed terms, which would make it rather difficult to remove incompe- 
tent men. I would assume that the minority party would object to a 
provision which would extend the terms beyond the term of the 
President. At any rate, I do not believe this is a major consideration, 
and it can be corrected by legislation, if it is not satisfactory. I have 
no particular feeling on that matter. I notice that, in the case of 
several high positions with such a term, almost invariably if the 
President requests their resignation he gets it. So, I do not think it 
is particularly important, although I would be perfectly willing to 
go along with the limitation of 3 years. I think my bill carries the 
limitation of 3 years, which is perfectly acceptable to me. 


I do not 
think we have any difficulty over that point. 
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The Cuarrman. Senator, while it is true that the President might 
bring pressure to bear on one who was appointed for a term and cause 
his resignation because of his not being pleasing to the President, on 
the other hand, under this procedure if the Administrator or the 
Board is unsatisfactory then there is no recourse. The Congress has 
no way of removing them. 

Senator Futsricur. That is right. That is the other side of it 

You do have this difficulty, though, Mr. Chairman. If you make 
it short enough to give us a real check, it is very discouraging to any 
one who seeks the job. Where we have really been derelict is in not 
examining — thoroughly into these appointments in the first 
place. We have confirme d appointments that never should have been 
made, in my opinion. 

The CuarrMan, Is that not true in all cases; that it is only the 
exception where the Congress does go into the matter thoroughly ? 

Senator Futsrienr. That is in my opinion one of the most persua- 
sive arguments for the single Administrator: That it will result in 
very close attention by the committee. We confirm appointments 
to Boards more or less on the theory that they are just political sine- 
cures; there are not many duties anyway, and we pay no attention to 
them. But I have noticed several occasions where there was an im- 
portant position and where the Congress has paid considerable at- 
tention. And they have rejected some, as the Senator well knows. But 
they were almost invariably positions we considered important. 

I think we would consider this Administr ator important. 

The CuatrmMan. Well, I think this: If the Senate, that has the 
power of confirmation, had the time to make proper investigations of 
many appointees there would be a greater number that would not be 
confirmed. It is a matter of time and opportunity. 

Senator Fu.sricut. I agree with that. 

The Cuatmrman. Congress is so burdened with other duties that it 
has to defer largely to the judgment of the Chief Executive. 

Senator Futsrient. That is right. But we take the time when we 
consider it a really important position. 

The CHatrMan. When there is something definitely indicative, 
something on the surface that arouses interest and attracts attention 
to it; but otherwise, these confirmations are largely perfunctory. 

Senator Futsrient. Well, I will remind the Senator that we have 
turned down a certain appointment for an important position, and 
turned right around within a few months and confirmed the same man 
for a less important one. We did use our judgment as to whether an 
individual was fit for an important position, and we said “No,” but 
we let him go into a less important one. So, I think that is a good 
example of a proper exercise of discretion. 

The Crarreman. I think that was true in that particular case. I 
think IT know the one the Senator has in mind. There was nothing 
to indicate that the man was not worthy of the position, except that 
he was lacking in the peculiar qualifications that fitted him for it. 

Senator Futsrientr. That is right. One was an administrative job 
of great importance. The other was as member of a Board, similar 
to the RFC Board. That is one experience that has been very per- 
suasive with me, among others, as to why there is‘some merit in the 
idea that we have a single Administrator over a Board. Because it 
is an actual case that we have just gone through. 
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Senator Nixon. Senator, when you have suggested that the blame 
belongs to the Congress for failing to hold adequate hearings and give 
adequate consideration to these appointments, you of course recognize 
that unless the Chief Executive had made a bad appointment in the 
first place, the Congress would not have been in that pos tion. 

Senator Futsricur. Oh, that is quite right. But, of course, we both 
have our duties. The fact that the C hie f Executive does not do his 
duty properly is no excuse for us not doing ours prope ly. 

Senator Nixon. It might be helpful, though, if better ay 
came down from the Chief Executive. 

Senator Kr LBRIGHT. I ce ‘rtainly would agree W it] 

L think the more import: int the job, the more likely 

tive is to pay attention to it and seek to get a realh 

thers e is a less import: unt job, he natur: ally would rewat his frie} 
with it. 1 think that is human nature. And I think t hat has been 
the experienc aE) nfortunately, : i jot i these boards around Wash- 
ington come to be regarded as more or less political! 

to the faithful. I mean, there is no secret a 

that there are such jobs. There always will be, arow 

ment like this. But there is a difference in dee 

and certain positions. Now, when it g ( al 

particularly one that has r palion to ah national dei 

is more alert al nd more demand as to the char: 

man that they want. 

The plan has been criticized on the grounds that 
ceived, and given little consideration before it 

As far as the subcommittee is concerned, the bil 
plan, are the products of considerable thought and 
hidl was discussed in several meetings of the sub«« 
later submitted to a number of persons outside 
opinions I valued. 

I may say that the Senator from Indiana 
was only recently submitted—that is, in February. Actually. 
xgo as September, I believe, as chairman of the subcommiite ? 
crested publicly, simply in a press interview, that I thought a single 
Administrator would be a proper reo} vanizi ition—one of the elements. 
And IT agree with the chairman that this is not an adequate reorganiza- 
tion at all. Some of the things which are in the bill that the com- 
inittee reported would not be considered reorganization, but would 
be substantive legislation, probably. 

Senator O’Conor. Senator, may I ask a question, right there ? 

The CratmmMan. Senator O’Conor. 

Senator O’Conor. Do you think your bill, which I think is S. 515, 
would be either hampered or helped by the adoption of this? In 
other words, is this a step toward the eventual over-all reorganiza- 
tion, or would this, in your opinion, delay that ? 

Senator Funsrieur. I disagree with the opinion of the Senator 
from Indiana. I do not think this would hinder it at all. We have 
the bill already on the calendar of the main committee with a favor- 
able report of the subcommittee, and with a commitment in full com- 
mittee by the chairman to hold hearings on it in the rey near future, 
I believe it is scheduled to come up next on the agenda. Now, I would 
be perfectly willing, if that is a major consideration of this com- 
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mittee, to pledge my efforts in order to insure the action, to both bring 
it out and act independently, or if the committee feels it is that im- 
portant, to attach it to the extension of the Defense Production Act. 

I do not see that it should be of any grave concern, because this bill 
treats of a number of things on which the committee is unanimous 
and I think the Senate will be unanimous. I mean there is no con- 
troversy about many of the other provisions of the legislation. The 
only one on which there was controversy in the subcommittee was this 
one, in which the Senator from Indiana was the only one who dis- 
sented. Now, he has given his reasons, and I have given mine. That 
was the only difference. This subcommittee has gotten along as well 
as any subcommittee I ever saw. And after all, this is the only real 
difference of opinion that we have had. 

Senator O’Conor. Senator, the reason I ask you is that I think there 
has been some thinking that it would be unfortunate if just one step 
were taken. That is to say, in view of all that has been disclosed, it 
would be most desirable to have the other legislation defining opera- 
tions and so on. 

Senator Futsrient. Does the Senator believe, in view of all the 
publicity that the RFC has had, the Senate, or the committee, will 
just drop this matter? If nothing had been said in the press and there 
was no interest, I think you would have a point. But I think 
it is going to be extremely easy to get action. I mean, nearly every- 
thing we propose that looks like it “would improve the RFC I think 
is going to be accepted. 

Senator O’Conor. I was not giving it as my opinion. I was merely 
trying to get from you the statement as to whether you think this 
would retard or expedite things. 

Senator Futsricur. I do not think it would retard it. And as the 
Senator from Indiana says, it is purely a judgment as to the psycholo- 
gical effect. He sees no other objection except the psychological effect. 
My view about the present state of mind of the Sen: ite and the House, 
the public, everybody, is that they are willing and anxious to do every- 
thing that the committee proposes that looks as if it might improve 
the situation. So I do not think we will have any diffic “ulty getting 
the bill out, which the Senator from Indiana approves of. And, of 
course, it is open to amendment, such as this item of term. Our bill 
already carries a 3-year term. 

Now, look at the situation if you defeat this reorganization plan. 
Regardless of the fact that we are all for other changes, they neces- 
sarily take time. After all, we have been 3 months on one resolution 
here, about troops. While I think I can assure you of action, I 
certainly take no responsibility for the time when the Senate will 
act. It can drag on here indefinitely, as the Senator well knows. 

Now, what happens to RFC in the meantime? Here it is. It is 
demoralized. There is a lot of talk about abolishing it. Some of 
the best employees have taken other opportunities, as ‘they naturally 
would. And this publicity has reflected upon the agency in my 
opinion much more than they deserved. That is, the actual wrong- 
doing has been restricted to a very few people. But the public does 
not discriminate, as you well know. When it says “RFC,” everybody 
in the RFC feels there is a reflection on them. That is inevitable. 
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So I think it is intolerable to contemplate that that might go on 
all the rest of this year; that final action on the bill might not be 
procured until the second session of this Congress. We ‘know that 
that happens. When we get along in the middle of the summer, we 
sometimes just quit, whether everything is finished or not. I think it 
would be disastrous. 

Now, there are some very important defense functions that are 
being carried on by the REC which we only gave them last fall. 
There are many things other than the business-lending policy. So 
I cannot see any reason at all why we should reject this plan. Then 
we can consider whether we want to abolish it or how we want to 
reform it on its own merits, which would be the orderly way to proceed. 
I may say there are already bills pending, bills which have been intro- 
duced, abolishing the RFC. They should be considered by the Bank- 
ing and Currency Committee at the same time they consider my bill. 
If they want to abolish RFC, all right, if that is the judgment of the 
committee and of the Senate. 

Senator Scnorrrent. May I ask a question right here? 

The CHarrMan. Senator Schoeppel. 

Senator Scnorrre.. Senator Fulbright, how do you think a man, 
assuming this reorganization plan goes through, that the President 
might determine upon as the head of this agency, would feel? Do 
you think that he would be very eager to accept it, if he were a smart 
enough man to fill the bill, when he knows the Banking and Currency 
Committee is going to bring out a bill that will completely change the 
whole picture ? 

Senator Futericut. Well, now, you ask a very difficult question, 
when you ask if a smart man would accept such a job. There is a 
peculiar thing about public service. In a very mysterious way, 
smart men do accept it. I mean, they even come to the Senate. And 
yet when you look around and see what they have to do, you some- 
times wonder why. I think this presents a great challenge. 

Senator ScHorrret. But the Senator has run the gantlet of John Q. 
Public. 

Senator Futsrigut. Yes, but I think the very fact that this thing 
has had the reputation that it has could very well, if the 1 responsibility 
and the power to do something about it were given, be very attractive 
to a man. Because he has a great opportunity to do. He has an 
opportunity to really do something and receive credit for it. In 
other words, the RFC has gone through a very bad period here, and a 
single administrator, a really intelligent, forceful man, with some 
ambition to be of public service, would find it a challenging and attrac- 
tive opportunity. I do not think it would be attractive to a weakling. 
He would be scared to death of such a job. But I think the circum- 
stance presents a great opportunity. Because I do not think there is 
fundamentally : anything very wrong with RFC that cannot be cured 
by a man with a little independence ‘and integrity. 

Senator Scuorrre.. I appreciate the Senator’s viewpoint on that. 
But I am thinking in terms now of that man knowing that in all 
probability there will be new legislation, the setting up of an entirely 
new agency. And here is the Board that has run the gantlet of a very 
searching inquiry, and rightfully so, threatened with certain safe- 
guards that will have to be taken up before this bill comes out. 

81512—51—-—-11 





146 REORGANIZATION PLAN NO. 1 OF 1951 


Senator Futsrieut. I think I missed the Senator’s point. I do not 
think that bill does a thing that would offend a good administrator. 
I think the provisions of the bill are quite ¢ onsistent with an adminis- 
trator’s opportunity to do what he wants; I mean within reason. 
It will not disturb him. You see, I think whether or not we reject 
this plan is in my own feeling the test of whether or not we expect 
RFC to continue. If the Senate rejects this plan, I do not see why 
any reasonable person would have the slightest idea of taking a job 
on the Board, except that he had to eat and he needed the ‘salary. 
That would be the only reason. Because I think it should proper ly 
be interpreted as the first move to its abolition. As far as I am 
concerned, I will interpret it that way. If, however, we do not reject 
the plan, the House has already approved the plan, and I think : 
man could accept this with assurance—that is, as much as you ever 
get in this field—that this thing is going through and that the bill will 
come through. I do not know why he would be worried about it. He 
would have the opportunity to go on in the next 2 or 3 years, if that 
is the term we want to put on it, and really doa job. And I think he 
would come out with a real reputation if he had a reasonable amount 
of intelligence and integrity. 

Senator Scnorrre.. I can see the reason for the Senator feeling that 
way, and that would prob ably be the cardinal reason for a man making 
such a gamble during this emergency period: That if this bill were 
to pass ‘and be approved by the P resident, he might have the oppor- 
tunity to have the President designate him. 

Sehator Fuiericut. Here is what we are going to have. If this 
plan is not rejected by the 20th, then the Administrator could be 
appointed. That is the great merit of this situation. He ¢ an be ap- 
pointed, and this Board can go out on April 21, within 2 or 3 weeks, 
as Oppose d to the long process of doing it by legislation. Now, one 
member of the full committee, I know, expressed himself that he 
constitutionally is opposed to reorganization plans, and he really 
favors this single Administrator, but he is going to vote against it 
because it is done by a plan rather than by a bill. That is another 
matter, But you see, it will work by having almost immediately, 
very soon, an opportunity presented to clean it up and get it going 
under its own steam again after the 20th of this month. He is taking 
no risk, in my opinion, assuming the Senate does not defeat it. Now, 
if the Senate defeats this plan, where are you? I think that is the 
point that you should consider most seriously. What happens if you 
defeat the plan, which means that you have got to go on as you are? 
Senator Capehart says that the only objection here has been to this 
present Board of Directors. I would like to say that for my own part, 
that has not been so at all. I simply am opposed to any Board of Diree- 
tors. I think it has proved itself to be an unacceptable way to run 
this organization. 

During the period when it was run best, you - know that as a prac- 
tical matter it was run by an administrator. I do not think anyone 
who was around here when Jesse Jones was running it questioned the 
fact that he ran it. And these 2 years when it had a Board, none of 
whom were really strong individuals in the sense of having a strong 
position of their own, prior to or outside of being a member of the 
lsoard, then it began to deteriorate and become subject to influences we 
all know about. 
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Senator Scnorrrer. The trouble has been that we have not enough 
Jesse Joneses around. 

Senator Futsricut. I do not think that it takes a genius to run 
this. It takes one particularly with the quality of independence and 
courage. I can think of some people, although I h esitate to mention 
them, because I am afraid it might prejudice their chances, but I 
can think of some people who I believe could run this organization. 

The Cuamman. I may say that I expect we will all have to go to 
the floor pretty soon. 

Senator Fuisrieut. I only have a very little more, if I can finish 
it. I would like very much to do it, for the record. 

As I said, the bill was discussed in several meetings of the sube om- 
mittee, and it was later submitted to a number of persons outside the 
Congress, whose opinions I valued. 

One of these was Mr. Robert V. Fleming, chairman of the Federal 
advisory council of the American Bankers Association, from whose 
letter of February 19 I quote, as follows: 

Referring to our recent telephone conversation and to your letter of January 
24, in which you enclosed to me bills 8. 514 and S. 515, with your request for 
my views with respect to these bills and the views of the Federal Advisory 
Council, [desire to give you the following advices: 

I have read the bills carefully; the members of the Council have read the 
bills; and I find mystlif in accord with the purport of the legislative proposals. 
I might also say that in discussing these bills with my associates on the Federal 
Advisory Council I find that they are in general agreement as to the desirability 
of this form of structure for the RFC. 

Senator Munpr. On that point, I would like to ask you a question, 
because there has been some doubt in the minds of some of us whether 
the American Bankers Association favored continuing the RFC in 
some form or abolishing it. You have gathered from your letter from 
Mr. Fleming that the National Bankers Association feels that the RFC 
should not be abolished / 

Senator Fu.sricur. I do not like to read that into the letter. I 
would prefer that that be put directly tothem. What I was inquiring 
about was something different; because it has not been a question in 
my mind whether it should be continued or not. Really, in view of the 
action of the Republican Eightieth Congress, when this question was 
seriously considered, and when they decided most solemnly and unani- 
mously, if I recall, not to discontinue it, 1 had not taken seriously this 
question about abolition, until I noticed the opposition here to this 
plan. 

Senator Munpr. That was before the disclosures of your very able 
committe. 

Senator Futsrienr. Well, just the fact that we uncover some mis- 
deeds is not reason to abolish a whole agency, if it is performing an 
economic function. If that is true, we should “hae abolished the 
whole Government long ago. That is not a good reason for abolishing 
the RFC as such. But it is a reason for reforming it and eliminating 
these bad practices, or individuals who have not discharged their duty 
as they should. 

Senator Munpr. However, you made a rather discerning statement. 
You said that a vote to reject this plan would be a vote to reject the 
RFC, 

Senator Funsrient. I think it would have that practical effect. 
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Senator Munpr. The corollary to that must be that a vote to accept 
this plan would be a vote to perpetuate the RFC. 

Senator Futsric: tT. If you do not feel that the RFC plays a legiti- 
mate function, if its day is past and it ought to be abolished, I think 
you could in good conscience vote for the rejection of the plan. I do 
think that the franker and better way to do it is directly by a bill 
abolishing it, because the people will not quite understand the signifi- 
‘ance of it if done in this way. But, nevertheless, I think it is a con- 
sistent position to take. 

As I say, I do not like to read that into this record. It 5 aks for 
itself. What I was particularly interested in and asking about was 
whether this is a proper organizational structure for the RFC. He 
says “No.” 

Senator Munpr. He does not comment on the other question. All 
right. 

Senator Futsricnr. In further refutation of the argument that 
the plan was hastily conceived, I should like to call your attention 
to the fact that such reorganizations are not new. This very commit- 
tee, in at least two instances, has dealt with the reorganization of ad- 
ministrative functions of agencies in the same way as this reorgani- 
zation plan does, in the cases of the Surplus Property Board and the 
Maritime Commission. Information furnished to me by your staff, 
the staff of this committee, of your committee’s action on these mat- 
ters was one of the factors which influenced me in favor of the type 
of organization proposed by this plan. 

The reorganization of the Maritime Commission was in keeping 
with a report of this committee in the Eightieth Congress, filed De- 
cember 31,1948. Your committee then said: 


Operational and administrative functions can best be handled by an indi- 
vidual executive. 


This is your committee, not me. 


The limited policy determinations which need to be made under the legislative 
policy which has been laid down for this agency are not such as to require 
a board or commission for any additional deliberative consideration. 

All other functions presently charged to the Maritime Commission should 
be the responsibility of one executive who would have complete authority and 
responsibility within the limits of legislative authority (pp. 11 and 12). 

The reposal of administrative and operating authority in a commission of five 
individuals is not conducive to good management. As pointed out in this 
report and frequently in previous reports on this agency or its predecessor, the 
commission form of organization is not suited to the principal functions of the 
Maritime Commission. For that type of function which demands deliberative 
consideration and the judicial weighing of the rights and privileges of various 
outside interests—yes; but for the effective and expeditious administration of 
a large business-type operation for which policy is quite definitely laid down 
by law—no. 


I think that is very persuasive. And that is the considered opinion 
of this committee. 


The sole responsibility for directing the affairs of the agency should be placed 
in one individual who might have the title of administrator (pp. 20 and 21). 

I may say that was one of the most persuasive arguments I ran 
into anywhere. It was what this committee said on this subject. 

Now, as to the abolition of the RFC, I shall limit my discussion 
of this question to its relation to the reorganization plan, and the 
opposition to the plan on the grounds that the RFC should be 
abolished. 
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Before doing so, however, I should like to try to dispel a few notions 
that may be current, and that are not in accordance with the facts, 
as I see them. 

The first is that the RFC’s operations have resulted in a loss to the 
taxpayers. This is a very complex question, and if we attempted to 
discuss it in detail, we will be here all day. However, according to 
the best authority, the lending functions of the RFC—which are the 
activities concerned in the present controversy—have been conducted 
without loss to the Government, even if there were charged against 
these functions all the costs of operation, including interest on the 
Government’s money. I submit that there are few, if any, govern- 
mental activities about which this can be said. I do not know of any. 
This is partially due, of course, to the fact that since its inception the 
RFC has been operating in a constantly expanding economy. Particu- 
larly, within the past few years, some sad mistakes in judgment have 
been cured by changes in the economic picture. 

When our subcommittee looked into the question of RFC’s costs and 
income last May, we found that its business loans were then result- 
ing in a loss to the Government, when consideration was given to the 
costs to the Government of the money used by the RFC. However, 
interest rates have been raised, as suggested in our hearings, and I 
believe the RFC, if properly run, can operate without expense to the 
taxpayer. 

Another mistaken notion, I believe, is that the entire personnel of 
the RFC is corrupt. I have already mentioned that we found the 
Review Committee and the Investigations Unit to be capable and 
honorable. 

I should like to call your attention to another outstanding example 
of an employee in the field offices of the RFC—Mr. Jantzen, of the 
Philadelphia office. 

In the notorious Central Iron & Steel case—probably the worst we 
have examined—the company, after its first loan was approved over 
Mr. Jantzen’s strenuous objections, made it a practice to continue to 
chisel more advantageous terms, additional loans and concessions. 
Notwithstanding this, and the fact that Mr. Jantzen must have known 
that his superiors would continue to overrule him, he continued to 
rule against the company, and to point out very clearly in his reports 
why further concessions should not be made. 

This is only an example of what we have seen in many other cases. 
Our primary reason has been with those cases where the top manage- 
ment has been at fault in overruling its very capable and honest 
employees. 

As the subcommittee said, in its report, quoting from page 3: 

From its study, the subcommittee has concluded that the independence and in- 
tegrity of the RFC have become impaired in recent years, and it has concluded 
that the impairment is the result of deterioration which has occurred in the 
Corporation’s top-management structure. 


Another point I should like to make is that the RFC has made many 
excellent loans, especially in the field of small business, of which the 
subcommittee has made no criticism whatsoever. 

It is possible that we have made a mistake, in the work of the sub- 
committee, in not pointing out the good as well as the bad. However, 
I do not believe the question of the abolition of the RFC was seriously 
considered by any member of the subcommittee. 
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The reasons for this are obvious. Only 3 years ago, in the Eightieth 
Congress, the subcommittee, then under Senator Buck, conducted an 
extensive study of the operations of the RFC. As a result of this 
study, the life of the RFC was extended until June 1954, a period of 
6 years. The committee issued an excellent report, upon the basis 
of which our subcommittee has conducted its examination of the RFC. 
Our investigation has shown that the primary source of the trouble 
was the failure of the Directors to follow the guidance of this report. 

Another reason why the subcommittee did not seriously consider 
abolition of the RFC was that the Hoover Commission itself had not 
so recommended. 

Senator Nixon. What did the Hoover Commission recommend ? 

Senator Futrrientr. It recommended that it be continued but trans- 
ferred to the Treasury. We have all along disagreed with that aspect. 
We thought it would insulate it from the responsibility and the power 
of this Congress to look into it and keep track of it. But it refused to 
go along with its task force’s recommendation that it be abolished. 

Senator Nixon. It recommended that it be abolished as far as its 
present organization is concerned, and that its functions be turned 
over to the Treasury Department. 

Senator Fusrienr. As I understand it, it recommended that its 
organization be continued, except that it be not an independent agency 
but be under the Secretary of the Treasury. I do not think it said that 
all its functions should be abolished. 

Senator Nixon. I think the point should be made that when we are 
discussing abolition we may be talking in one case about the existing 
organization and in the other case we may be talking about the func- 
tions of the organization. I think that many of those who have come 
out in favor of abolition recognize that some necessary functions have 
been transferred to the RFC and that those functions in case of its 
abolition should be transferred to another « agency or to a new agency. 

Senator Futsricutr. Well, I agree with the Senator that it is very 

-asy for us to get to talking about two different things. When I have 
been talking about abolition, I had special reference to the function 
of the lending business. When you begin talking about the abaca 
program or the rubber or tin programs, I was not thinking of any of 
those. The central thing in controversy, as I see it, is whether or not 
the agency will continue the function of direct lending to business. 

Senator Nrxon. In other words, your position is that the function 
of the RFC of making direct loans to business in peacetime should be 
continued ? 

Senator Futsrient. Both direct and participation, which in a sense 
is a form of a guaranty. I will say to the Senator that I am quite 
open to argument as to this function and as to how it should be con- 
tinued. In fact, I am somewhat inclined, after due study by the com- 
mittee, to the development of a system of guaranties along the line 

Senator Capehart was talking about, somewhat similar to the FHA 
procedure, by guaranty. I rather think that is the direction it ought 
to take. But what concerns me now is that if we leave this thing in 
a completely chaotic situation we will have a very difficult time de- 
veloping even that kind of a program. 

Senator Nixon. On that point, you suggest in your statement that 
you yourself have doubts about the policy of making direct peacetime: 
business loans ? 
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Senator Futsrienr. That is right; direct loans. In other words, 
what I mean is that I think it is very likely that we can develop a 
better way, through this approach, w hich is somewhat similar to what 
they now have as “deferred participations, which is a form of a guar- 
anty, which I think is probably a better device to be used in peace- 
time. 

Senator Nixon. As far as organization is concerned as distinguished 
from functions, you yourself favor abolition of the existing organiza- 
tion? 

Senator Futsricnr. That is, the Board of Directors. 

Senator Nixon. Yes. 

Senator Futsrieur. That is right. 

Senator Nixon. You favor a substantial change in the existing 
‘ganization ¢ 

Senator Futsricutr. That is right. 

Senator Nixon. And to use the term “abolition” in a broad sense, 
you would favor abolition of the existing organization. But you favor 
retaining its functions, including the granting of peacetime loans in 
some form ? 

Senator Futpricur. That is right. Well, certainly as of the 
present, until we have examined that particular aspect of it, that 1s, 
whether or not the whole function should be performed by way of 
guaranties, some system of guaranties. Now, Senator O'Mahoney 
introduced a bill last year but it never did receive serious considera- 
tion, partly because of time, and election year, and so on; which is 
a further variation and which may have some merit in it. I think 
the committee ought to consider all of those proposals and come up 
with its best judgment as to how this particular function can best be 
performed. But in the meantime, I think there is no use at all to 
continue a chaotic situation pending any such study. I cannot see 
that anything would be ohinal by it. 

May I complete this last page and a half? Then I will go on with 
the questions. Because I am afraid we may have to leave before I 
get it in. 

Another reason was the fact that only last summer, in the Defense 
Production Act, the Congress provided for the assignment of addi- 
tional duties to the RFC. These duties, spelled out in sections 302 
and 303 of the act, provide for defense loans, purchases of strategic 
materials, such as tin and rubber, and expenditures for plant facilities. 
A total fund of $600 million was authorized to be drawn from the 
Treasury immediately, and an additional $1.4 billion was authorized 
to be appropriated, making a total of $2 billion in authorizations, 
which may be assigned to the RFC. 

Also, only last year, the Congress provided for continued operation 
of the tin, rubber, and abaca programs in the RFC, in separate legis- 
lation originating in the Armed Services Committee. 

I did not consider it either feasible or desirable to abolish the RFC. 
Congress, itself, and the President evidently did not, because they 
provided for additional duties in the Defense Production Act. Some 
organization will be required, at least for many months—if for no 
other purpose than for the defense activities which are necessary. 
Some organization will be required for the administration of the 
loans now outstanding, if not for the purpose of making new loans. 


0 
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If this is all that Congress decides to permit, someone will have to 
do it. RFC has the organization, the personnel, the skills, the 
experience. 

I submit that the question now to be considered by the Congress 
is not really the “abolition” of the RFC, regardless of how that term 
may be loosely used. What we are concerned with, and quite prop- 
erly, is the removal or restriction of the power to make direct, peace- 
time business loans—and I think practically everyone is prepared 
to say that, as a minimum, some proper safeguards must be placed 
against this power, if, indeed, it is to continue at all. And by that 
I mean in the form that it now is. I think we will find it will have 
to be continued in some form. You have the assurance of the chair- 
man of the Banking and Currency Committee, Senator Maybank, 
that he and all the members of his committee are in favor of consid- 
ering such legislation. Certainly it is my intention to press for it. 

This, however, will take time. In the meantime, if the reorgani- 
zation plan is defeated, the agency would continue to drift under 
Se difficult circumstances. Its important defense work would 
be delayed. Its many good and expert employees would continue to 
look for more secure employment. 

To defeat the reorganization plan, on the greunds that the agency 
should be abolished, would merely prolong the present conditions, 
without any assurance that the agency would be abolished, or restored 
to a position of independence and integrity. 

If Reorganization Plan No. 1 is approved and the President appoints 
an able administrator, I believe that the leadership of the RFC will 
be revitalized, and that it will perform useful and necessary func- 
tions. In the meantime, Congress can consider what those functions 
should be. Our subcommittee has reported a bill which will more 
definitely and carefully restrict the manner in which these functions 
are performed. Other Senators have introduced bills. All of them 
should be considered in the light of the proper functions to be per- 
formed by an agency of the Government—not in the light of the 
disrepute in which the heads of that agency have fallen. 

The continuation and proper functions of the RFC can also be 
considered in connection with the extension of certain portions of 
the Defense Production Act, which otherwise expire on June 30. 
Under this latter procedure, Congress could decide whether the RFC 
should confine its functions to those in connection with the defense- 
production program. 

I believe that Reorganization Plan No. 1 is a sincere effort to 
correct the present conditions in the RFC, and that, as such, it 
should be approved by the Congress. 

Mr. Chairman, there is one point that T believe I skipped over, 
there, that I want to emphasize, because it is a misconception that 
recurs in the press nearly every day; and that is that there has been 
a great waste of the taxpayers’ money. Now, I take some respon- 
sibility and blame for what has been said in the press. This dis- 
tinction, though, should have been made. According to our best cal- 
culations, the RFC was operated at a profit up until at least 2 years 
ago, an over-all profit, leaving out, of course, the subsidies which it 

vas directed to pay by the Congress. I mean on the lending program. 
Because, as you all know, it was directed to pay some, I believe, 
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$12,000,000,000 in subsidies during the war. But that was taken care 
of by special legislation. 

In the best cale ulations that we have made—and there is obviously 
difference of opinion, as to the cost of the money that it used during 
its early days—it started out with $500,000,000 capital, interest-free. 
Now, if you take the RFC’s figures, it shows roughly, I think, a 
$600,000,000 profit. But I am trying to be as fair as I can, and our 
accountants have studied this matter. We had hearings on it last 
summer. I think it is safe to say that the RFC has not cost the 
taxpayer a penny. They speak of a big profit. But I am allowing, 
in my statement, the paying of full interest at the going rate to the 
Treasury for all the money they have ever used, and for proper 
reserves for any losses they have not yet taken. 

I think our report in our committee may well be subject to the 
criticism that we never said anything good about the RFC. We did 
say something good, I believe, last summer, back when no one paid any 
attention to what we said. It so happened that when we got into the 
press it was of a different category. But actually you compare that 
record as to the cost; and when you consider the service that it ren- 
dered, do not forget what it did for the railroads, the insurance com- 
panies, the banks, back in the early days, and more lately for small 
businesses throughout this country, and certainly in my State. I can 
speak, I think, with some knowledge about my State, when I say that 
many small businesses would not ‘be there tod: ay were it not for the 
RFC. It is true that they have made some bad loans, but their over- 
all record is good. So you compare it to some of your other agencies 
that we think very highly of, your Reclamation Service, your Army 
engineers, your SEC, or any others. Have any of them operated with- 
out cost? Have they performed their service and function to the 
public without cost to the taxpayer? Has it been self-sustaining? 
And I think you might have a little different view about it. It has 
not been nearly as bad over-all as it might look. And certainly that 
is so on this question of whether it has just been a wasting of public 
money. That just is not so. We might differ a little bit as to how 
much. 

The Cuatrman. I had several questions I wanted to ask you regard- 
ing the plan, Senator. One of them you have already answered, re- 
garding the single Administrator appointed without term. You 
would have no objection to fixing the term? 

Senator Futsrigut. No, my own bill has a term of 3 years. 

The Cramman. Now, the other two questions. Do you favor a 
member of the policy committee having the authority as provided in 
the plan to delegate his responsibility to someone else at different 
times ¢ 

Senator Futsricut. The Secretary of the Treasury sits on a num- 
ber of boards—I cannot recall them all, but he is on a lot of them, 
the National Advisory Council, and so on. While he has the responsi- 
bility, he selects one of his more responsible subordinates; who would, 
for example, in this case, have particular knowledge, I would say, on 
the over-all credit situation in the country, and would act as his deputy 
or delegate. In fact, if you required the physical presence of the 
Cabinet officers, I think they simply would not be there, and the thing 
would not work at all. What I think this device does is to make avail- 
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able to this agency the best knowledge in those particular depart- 
ments. I think it is departmental representation—it is a customary 
device to provide for that. 

The Cuarrman. All right. Do you favor that provision in the plan 
which permits the President to appoint one member of a policy com- 
mittee from time to time ¢ 

Senator Futsrtent. As I said, I believe, in one part of my state- 
ment, my own feeling was, and I had hoped, that it would be the 
Chairman of the Federal Reserve Board. I would a little prefer that 
it would be the Chairman of the Federal Reserve Board. But it was 
not, and so there is nothing we could do about it. 

The Carrman. You regard that particular provision of the plan 
as a weakness in the pl: an? 

Senator Funericut. It is weak, but I do not think it is very material 
or substantial. 

The CuarrmMan. You do not think it is a fatal weakness? 

Senator Futsrienr. Not a fatal weakness. I think it should be 
a little more definite, and if it had been up to me, I would have desig- 
nated the Chairman of the Federal Reserve Board to act in that 
position. 

The Cuatrman. When are we to assume that you think the full 
committee will act on your bill and report it out, so that the Senate 
may consider it and act upon it? 

Senator Fursricut. I am ready, of course, to act immediately. 
The only reason for delay has been the congestion of the bills before 
the full committee. That is entirely up to the chairman. He as- 
sured us in executive session about 2 weeks ago that it would follow 
the housing bill. He has already made a list of witnesses, and 
that meeting he said that this will follow the housing bill. The 
housing bill is out. And so, unless some change is made, it is scheduled 
to be the next bill to be brought out by the committee. 

The Carman. What I am trying to point out here and de- 
velop is the hope of prompt legislative action, because I may say 
frankly that that would have some bearing on my decision with 
respect to supporting this resolution. Because if this is all that is 
to be done, what is contained in this plan, from my viewpoint I would 
just as soon let it stand in a state of. chaos until we actually legislate 
and correct it. But I can appreciate that if RFC is to be retained 
this demoralized state ought to have some immediate treatment. 
If the President, acting on the authority vested’in him under this 
plan, would send down a competent Administrator who might take 
over immediately and arrest this deterioration that has obv iously 
gained considerable momentum down there and hold it in abeyance 
until the C ongress can act and bring in legislation that will put it on 
a sound and constructive operating basis, then I would want to favor 
the plan. But I would hate to vote for this plan and then have no 
legislation following it up to make the safeguards that I think are 
essential. 

Senator Futsricut. I can assure the chairman that he is not half 
as anxious to get this over with as I am. I will do anything to get 
it out that I can possibly do, so that I can begin to think of some- 
thing else. I have been on this for nearly 2 years, and I am com- 
pletely fed up with it. The bill is ready, and the subeommittee has 
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agreed. All it takes is the action of the full committee. I would 
think, because our subcommittee contains six members of the full 
committee, a little larger than usual, there would not be any trouble. 
It is just a mechanical question of getting to it. 

The Cuatrman. Any other questions ? 

Senator Mundt ? 

Senator Munpr. I would like to inquire, Senator Fulbright, whether 
there has been evidence presented to your committee, in the very 
thorough and intensive and full study you have made of the whole 
RFC situation, evidence that the priv ate banking fraternity and the 
private lending agencies of this country have so completely broken 
down that we require in peacetime and in normal] times of prosperity 
a continuing program by which the Government has to make direct 
loans to businessmen ? 

Senator Fursricnt. I will say to the Senator that the best evidence 
I know of, and it is not too long ago, was a very complete survey made 
of all of the banks of this country. The subcommittee under Senator 
Buck, of Delaware, sent out questionnaires, long questionn: ures, 
thorough questionnaires. They spent a great deal of time c omposing 
them, and they were sent to all the banks | of the country, and they got 
back a remarkably high percentage of answers. There were .over 
8,000, nearly 9,000, I ‘think. We have that in the report of the 
Buck committee. 

The banks themselves feel there are many good loans they cannot 
make because it necessarily requires a longer period of time than a 
commercial bank can extend; in other words, 5 years, 6 years, or even 
8 years. That was one of the principal points they made, and it 
recurred in the case of nearly all of these banks. 

The other one was the history of earnings. The bank has the policy 
that if it is a new business without an earnings record they just cannot 
touch it. Now, I believe that is a primary function for the RFC, and 
that is the type of business, I have always felt, where there is a real 
public interest. It is the new business, not the saving of a broken- 
down and obsolete business that is going out because of bad manage- 
ment. I do not feel so badly if they go out. It is the new business 
that is all-important, that they can help get started. As soon as it 
established a little earning record, then it is refinanced by the banks. 

Senator Munpr. Has your committee made an equally thorough 
study—— 

Senator Futsrieut. We have not. We have made no study of that. 

Senator Munpr. No, a thorough study of whi at sort of phenomenon 
must have existed in this country up until 1932. We apparently con- 
tinued to open up new businesses for a century es a half without that 
kind of direct assistance, and so forth. 

Senator Futnrient. Well, I say to the Senator that from my own 
experience, in Arkansas, we did not open them up. We were one of 
those colonial areas of the United States. We had no capital, and 
we were nothing but a raw-material-producing area. We had no cap- 
ital to start new businesses. We have started more new small indus- 
trial enterprises in Arkansas in the last 10 years than practically all 
the rest of the history of the State. That is one of the things that 
this did. It made some capital available in Arkansas, whereas ‘before 
it was available only in New York, Hartford, and so on. 
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It is true it is our capital that is in New York, but it was not available 
to us. I think that is the function that RFC really plays, to make 
some capital available for the starting of small enterprises in those 
areas where it did not exist before. We did not have it prior to 1932. 
We were almost altogether an agricultural area without industry. 
That is why we had next to the lowest per capita income in the United 
States. We have been making some progress. I am frank to say 
that that is why I think the RFC has rendered a service to all of those 
outlying States which have hitherto been exploited by the Northeast. 

Senator Munpr. I wonder if you would agree to this observation: 
That under any continuation of this direct peacetime loaning program, 
if we work out a situation in which the Government ceases to take the 
full responsibility, so that the participation by the local bank or the 
local lending authority involves a participation not only in the po- 
tential interest-earning rate or profit, but also a share in the participa- 
tion in any possible loss, if that criterion is followed you are going to 
get a better type loan out of any type of administration, whether by 
a board of directors or a single director. 

Senator Futsricutr. Well, I think it is a little more complicated 
than that. Very often the participation angle as such goes only to 
the amount. And that is an important thing, particularly in my State, 
because of the smallness of the existing banks. We have no really 
large banks. 

I do not want to digress, and I will come back to that question, but 
the real area in which we need RFC is that area of about $100,000 to 
$500,000. The very small ones can be taken care of by the local banks. 
The large ones can go to New York and ean get financing. But the 
smaller company that is just coming along does not have the time or 
facilities. They are not big enough to warrant going to New York. 
They do not want to bother with them up there. And yet they are too 
big for our banks. 

I think the largest bank in our State has assets of only about $50,- 
000,000, and there i is only one of those, I believe. Most of them have 
six, eight, or ten, and they cannot make loans of three or four hun- 
dred thousand dollars to one company. It is against all their regu- 
lations. 

But this participation program, I think, offers some hope; that is, 
both participation on the returns, the interest, and the prospect of loss. 
RFC tried to blanket participation in 1945-46, I think, and that was 
the worst mistake they ever made. They suffered, I believe, greater 
percentagewise losses on the loans made under that than any other 
program. They abandoned it. That was a program under which they 
would participate and in effect guarantee these loans that the bank 
itself made, without it being cleared with RFC. It was an auto- 
matic proposition. And they discontinued it. It did not work. Now, 
they have a deferred participation program at present, in which they 
charge a fee, but it is not blanket. I mean, it is only approved for 
participation after being examined by the RFC itself. They have 
made some of those. They are very advantageous to the banks, I may 
say. I never have understood why banks did not take greater advan- 
tage of that program. I think it is because they do not “understand it. 

Senator Munpr. Do you think that that might have had some in- 
fluence on Senator Buck’s Gallup poll of the banks? 
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Senator Furerienr. It might have. Oh, I think RFC is very 
beneficial to the banks. And sometimes in a way that I consider not 
legitimate. I mean, this deferred participation is legitimate. That 
is according to law. What I mean by “not legitimate” is where RFC 
is at fault for permitting the banks to unload on it. That is one 
of our great criticisms of Waltham Watch. They bailed out the 
banks in Boston. 'Texmass bailed out the insurance companies and 
banks. I think that is illegitimate. And the bankers are subject 
to criticism for having done that, as well as the RFC. I mean, I 
think they both took advantage of a situation. 

Senator Munpr. I have no “objection to a bank making a legitimate 
profit when it participates with the RFC, provided it assumes a fair 
proportion of the loss and the risk. 

Senator Funpricur. Yes. 

Senator Munpr. But I doubt that RFC should be in the business 
of simply guaranteeing a bank profit for nothing. 

Senator Futpricut. As I said, I think the return to the bank under 
that participation was greater than it ought to be. You know, the 
interest rate has been raised recently, as the committee said last spring. 
We said they should be self-sustaining presently. I maybe should 
go on to say, in connection with my remarks about its being self- 
sustaining, that we do not consider it as being self- sustaining over 
the last 2 years. But over its whole history it has been self-sustaining. 

The Cuarrman. May I ask one question, while we are on the matter 
of the banks? The statement was made, or the charge was made 
before this committee, by a member of the committee, in fact, at a 
recent hearing on this plan, that the banks were out to kill this plan 
and to bring about the abolition of the RFC. I wanted to make 
this observation and ask what has developed in the course of your 
long investigation of the RFC. I cannot recall that I have had a 
single letter from a banker in our State asking that the RFC be 
abolished. I would like to say that we have invited the president of 
the American Bankers Association to appear here and testify if he 
desires to do so, and as far as I can determine, that association is 
manifesting no particular interest in it. 

I would like for you to comment for the record on whether there 
has been anything to indicate that either the American Bankers 
Association or bankers generally are after the scalp of the RFC. 
Now, that statement made the headlines, big headlines in the — 
and I do not know whether it is a correct impression or whether i 
was an erroneous impression. 

Senator Futsricutr. Well, Mr. Chairman, there is no question but 
that banks are split on it. I mean, you will find lots of bankers who 
feel that this is competition, illegitimate competition, and ought to 
be abolished. We have had letters about it to that effect. In our 
State I have had very few that asked for its abolition. 

The Cuatrman. I did not recall any. 

Senator Fursricur. But the committee has had, and I have had 
from other States. I believe the committee would be interested in 
page 9 of the Buck committee report, an excerpt from which reads: 

In the bank survey, the banks were asked if RFC had ever made loans whieh 
they were willing and able to make. Only 2.4 percent answered this in the 
affirmative and only 0.3 percent said that this occurred other than in isolated 
cases (hearings, p. 479). A good many of the bankers complimented RFC on 
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its compliance with this limitation. In some cases RFC has been able to set up 
a loan, previously declined by a bank, in such manner that it was able to per- 
suade the bank to make the entire loan (hearings, p. 508). The committee be- 
lieves that, by and large, RFC has carefully complied with this statutory en- 
joinder that its aid not be granted unless the credit is not otherwise available. 

The Crarrman. May I say that the chairman has to get to the 
floor. Some matter is coming up that I am very much interested j in. 
We will decide to hold a further hearing if the Senator has not con- 
cluded. 

Senator Futsrientr. I have concluded my statement. 

Senator Carrnarr. I have just one question. 

Is it not a fact that the President could send up the names of five 
new Directors, and the Senate confirm them, and correct the confused 
situation in RFC, the same as sending up the name of one Adminis- 
trator ¢ 

Senator Futsrient. I did not quite understand that. 

Senator Carenart. I say is it not a fact that the President could 
cure this situation by sending up the names of five Directors that the 
Senate could confirm and would confirm, and cure the confusion that 
now exists in RFC, the same as though he sent up a one-man Director ? 

Senator Futsrieut. Well, that involves some assumptions. Just 
five Directors of the same caliber as the five we had last year I would 
say would not cure it at all. The main quality here is the character 
and the independence and integrity of the management. 

Senator Carenart. If he sent up five good men, it would cure it, 
would it not? 

Senator Futsrient. I would say if he sent up five excellent, high- 
class, independent, intelligent individuals, it would make a great im- 
provement in the RFC, and I think that we probably would not have 
had this trouble. 

Senator Dworsnak. Is it not true that two of the present Direc- 
tors are not under fire, Mr. Cosgriff and Mr. Harber ? 

Senator Futsricut. That is true. They were not involved in our 
hearings before. 

The Cuatrman. Senator Fulbright, we thank you. 

This concludes the hearings. If anyone wants to submit a state- 
ment for the record, it will be rece eived and considered. There will 
be an executive session of the committee at an early date to take formal 
action on the pending resolution. 

(Whereupon, at 12:35 p. m., the committee recessed subject to the 
‘all of the Chair.) 

(Subsequently the following letters were received by the com- 
mittee :) 

EXECUTIVE OFFICE OF THE PRESIDENT, 
OFFICE OF DEFENSE MOBILIZATION, 
Washington 25, D. C., April 4, 1951. 
Hon. Jonn L. McCLe.ian, 
Chairman, Committee on Expenditures in the Executive Departments, 
United States Senate, Washington, D. C. 


DEAR CHAIRMAN MCCLELLAN: I write this to you, as chairman of the Senate 
Committee on Expenditures in the Executive Departments, because of the im- 
portance that I attach to the reorganization proposal affecting the continuation 
of the Reconstruction Finance Corporation under a single Administrator. 

We have given this matter some consideration in the Office of Defense Mobiliza- 
tion, and have reached the conclusion that an interruption of the work of the 
Reconstruction Finance Corporation at this time would be extremely harmful 
to the defense mobilization program. 
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My present purpose is to urge upon you the necessity for speedily settling this 
matter so that the fiscal duties which the Reconstruction Finance Corporation 
now must necessarily perform in servicing loans approved by the Defense Pro- 
duction Administration under certain sections of the Defense Production Act 
of 1950, may continue to be carried out. A shift in the responsibilities of acting 
as fiscal agent in servicing these loans would entail not only uncertainties but 
delays which might be extremely costly in terms of the speed at which the 
program must be balanced up. 

It is my hope that the present form of the reorganization plan will meet all 
the requirements of the Senate and that whatever action is taken wili not inter- 
rupt the performance of the functions which the Reconstruction Finance Cor- 
poraion is fulfilling under the Defense Production Act of 1950. It is, therefore, 
my recommendation that your committee reject the resolution of disapproval 
now pending before it. 

Sincerely, 
CHARLES E. WILSON. 


UNITED STATES SENATE, 
Warch 20, 1951. 
Hon. Jonn L. MCCLELLAN, 
Senate Office Building, Washington, D. C. 

DEAR SENATOR MCCLELLAN : I am in receipt of your letter of March 15 notifying 
me of the hearings to be held before the Committee on Expenditures in the Execu- 
tive Departments on Senate Resolution 76. 

Under all the circumstances and in view of the results to date of the hearings 
that have been held by Senator Fulbright’s committee on this subject, I, per- 
sonally, believe that it would be much wiser to abolish the Reconstruction Finance 
Corporation as it is now constituted and to make arrangements for a thorough 
reconsideration of the functions of that organization as far as the future role 
of such an agency in our Federal Government is concerned. 

I am, therefore, in favor of the resolution introduced by Senator Capehart 
and will appreciate it if you will so record me in the course of your scheduled 
hearings. 

I appreciate your thoughtfulness in notifying me of these hearings and am 
glad to have your letter in hand. 

Sincerely, 
LEVERETT SALTONSTALL, 
United States Senator. 





